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strategy

M-real’s business is divided into three business areas: Consumer
Packaging, Graphic Papers and Office Papers. The Consumer
Packaging business area, which produces paperboard, is the
strategic focus of M-real’s businesses.

The extensive restructuring pregramme that began in October 2006 as part of the strategic
review, which was initiated in spring 2006, was completed succesfully in November 2007.
The second stage in the strategic review, the profit improvement programme for operations
in Finland, was launched in February 2007. In these stages, M-real reduced a significant
amceunt of overcapacity and sold about EUR 700 million of its assets. The cost savings and
asset divestment targets set in the programmaes were exceeded, and the included capacity
closures were carried out even faster than was planned. The net working capital reduction
progressed. Through its successful prefit improvement measures, M-real was one of
the few companies in the industry that was able to cover the sharp cost inflation during
the year under review. The third stage of the strategic review was the divestment af the
paper merchant Map Merchant Group. The strategic choice to give up the company’s own
merchant business supported the objective of reducing debt and strengthened cooperation
with merchant customers.

In November 2007, as the fourth slage of its strategic review M-real launched a profit
improvement and business concept simplification programme with the objective of covering
most cf cost inflation in 2008 and 2009 and reducing net working capital. The pregrammae
includes plans to close down the BCTMP mill in Lielahti, Finland, and paper machine 2 producing
coated magazine paper at the Kangas mill in Finland. It also involves the reorganisation of
business areas, and simplification of the coated magazine paper business and streamlining
the sales and marketing organisation. The total annual profit improvement target is EUR
100 million by the end of 2009,

In the new programme, the focus shifted from traditional cost cutting to the development
and simplification of businesses. The programme involved combining two business areas
- the Publishing business area, facusing on magazine papers, and the Commercial Printing
business area, specialising in coated fine paper - into the single Graphic Papers business
area. The merger of the two business areas helped to reduce organisational complexity,
streamlined management, and cost structure. M-real is alse prepared to take other measures,
such as cutting capacity, if they are required by the business environment.

The planned closures of the current programme and the measures of the completed
programmes will reduce M-real's annual paper production capacity by 12 per cent (585,000
tonnes), paperboard production capacity by 4 per cent (70,000 tonnas] and pulp production
capacity by 5 per cent [105,000 tonnes]. As the strategic review progresses, M-real’s parsonnel
numbers will be reduced by approximately 6,000 people. At the end of 2004, the number of
personnel was approximately 14,000, and upon completion of the programmes at the end
of 2009, it is expected to be about 8,000.

In February 2008, M-reat announced an additional target of EUR 200 million asset sale.
The target sum includes the sale of the New Thames office paper mill in Kemsley, UK,

After the start-up of Metsd-Botnia's pulp mill in Uruguay during the fourth quarter of
2007, M-real achieved seli-sufficiency in pulp in line with its strategy. The millin Uruguay is
one of the world's most cost-efficient chernical pulp production facilities and will thus help
te significantly improve M-real’s profitabitity.

Thanks te its actions, M-real has been able to boost its profitability and reduce debt in a
difficult business environment. As the strategic review progresses, M-real will concentrate
mare on the packaging business, and in the future the company’s paper business will be
more focused.




Operating profit by business
area 2007, EUR miltien®
B0

Consumer
Packaging

-apl

*1 Excluding non-recurrng sems

Sales by
business area 2007

;

M Consumer Packaging 21%
934 EUR million
0 Graphic Papers 51%
2 268 EUR million
.. Office Papers 6%
723 EUR million
Others i2%
515 EUR mitlion

Data to graphs an this spread: 2003 FAS, 2004-2007 IFRS.

year 2007 In brief

January M-realt closed
Sittingbourne mill in the
UK.

M-real sold 9 per cent of
Metsd-Botnia's shares to
Metsiliitto, after which
M-real owns 30 per cent of
Metsi-Botnia.

February M-real closed
the Gohrsmihle mill's
paper machines é and 7 in
Germany.

M-real launched a EUR 40
million programme to improve
profitability of operations in
Finland.

March M-real Annual General
Meeting elected honorary
counsellor Juha Niemel3 to the
M-real Board of Directors.

May M-real sold the Tako
carton plant in Finland to
Finnish Pyroll Oy.

June M-real sold its carton
plant in Hungary to the Ger-
rman STI Group.

July M-real purchased
Kyréskoski gas combi power
plant in Finland and the
real propertias the Kyros-
koski mills are located on.

M-real announced the sale
of Map Merchant Group to
French Antalis, a subsidiary of
Sequana Capital. In addition,
M-real made an agreement
with Antalis on sale of M-real's
products through Antalis and
Map sales net.

M-real closed the Wifsta mill
in Sweden.

M-real closed Tako mill's board
maching 2 in Finland,

October M-real’s sale of Map
paper merchant to Antalis
was concluded.

M-real agreed io sell Zanders
Reflex paper mill in Diren,
Germany, to Arjowiggins
Group. The transaction is
subject to approval by the
competition authorities.

November Metsi-Botnia's
Uruguay pulp mitl in Fray
Bentos started up. M-real
gained self-sufficiency in
pulp in accordance with its
strategy.

M-reat announced its fourth
strategic step to improve
profitability and reduce com-
plexity. The new programme
included the planned closures
in Finland of BCTMP mill at
Lielahti and coated magazine
PM 2 at Kangas, as well as
the reorganisation of the com-
pany's business area structure,
simplification of the coated
magazine paper business,
and streamlining the sales
and marketing organisations.
The programmie also included
cambining Publishing and
Commercial Printing business
areas intc the new business
area Graphic Papers.

M-real sold its carton plant
in Belgium to the French Auta-
jon Group. The sale concluded
the restructuring programme
announced in October 2006.
The asset divestments to-
talled to appreximately EUR
700 million exceeding the
original target of the restruc-
turing programme of EUR
560 million.




key figures

2007 2006 Change
Sales, EUR million 4 440 4 604 -4%
Operating profit excl. non-recurring items,
EUR million 49 18
- % of sales 1.1 0.4
Operating profit, EUR million -120 -229
- % of sales -2.7 -5.0
Result froem continuing operaticns
before tax, EUR million -273 -351
- % of sales -6.1 -1.6
Result for the period, EUR million -195 -399
Return on capital employed, % -2.6 -4,7
Return on equity, % -14.0 -16.8
Interest-bearing nel liabilities, EUR million 1867 2403 -22%
Gearing ratio, % 112 124
Equity ratio, % 321 309
Earnings per share, euros -0.59 -1.21
Earnings per share, from continuing
operations, euros -0.74 -1.03
Equity per share, euros 4.93 5.62 -12%
Dividend per share, eurcs 0.06%) 0.06 0%
Market capitalization
31 Dec., EUR million 1070 1573 -32%
Gross capital expenditure, EUR miltion 259 428 -39%
Gross capital expenditure, from continuing
operations EUR million 233 419 -40%
Cash flow arising from operating
activities, EUR million 127 222 -43%
Personnel 31 Dec. ¢ 508 14 125 -33%
Personnet 31 Dec.,
from continuing aperations ¢ 508 171 -19%
*| Board of Directors’ propesal for 2007
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dear reader

CEQ's review

M-real's journey towards becoming a mare profitable, yet possibly smaller company than it
is teday continues. In the future, M-real will have an even stronger packaging business area,
and its paper business will be more focused. Due to the asset sales implemented by us we
have concentrated on our strengths in our key business and streamlined non-core businesses.
The difficult business envirenment also means that, we must continue to improve efficiency.
Traditional farms of cost cutting will ne lenger be enough in the future, The new programme
that we started in November 2007, includes simplifying our business and product concepts
to cut costs and free the capital tied up in our operations. We will also improve customer
service and the efficiency of production and deliveries, which will result in shorter delivery
times and a smaller working capital for our customers.

During the year under review, demand for our main products was at a good level. The price
development of office paper was favourable, and board prices started to rise in the second
half of the year. The fall in magazine paper prices also halted, and price increases for 2008
were agreed upon. Active measures to increase the prices of coated fine paper continued, but
the results were unsatisfactory. The overall development of product prices fell short of our
objectives. Overcapacity is the most significant factor behind the poor development of paper
prices, and M-real has been at the forefront in dismantling it. In this difficult overcapacity
situation, the division beiween responsible and less respansible actors became increasingly
evident during the year under review. Responsible companies, such as M-real, have operated
consistently over the long-term to dismantle overcapacity and improve the market situation,
while less responsible companies have not participated in this task.

Cost inflation will also continue to present a great challenge for the paper industry in
the future. The availability and price of wood, our most important raw material, are the most
impartant factors behind cost increases. Possible Russian export duties and the EU's new
targets for the use of bioenergy will have a crucial impact on the development of the wood
market. If the export duties enter inte force in full it witl, in practice, mean the end of wood
imports from Russia. The EU's new bioenergy targets have a significant effect on the availability
and price of wood. Besides wood, the costs of energy and chemicals are expected to continue
to increase and thus maintain cost inflation. We were able to cover cost inflation in 2007
through the profit improvement actions carried out during the year. The prefit improvement
and business concept simplification programme started after the concluded programmes
aimes at covering as large a part as possible of the cost increases in 2008 and 2009.




In implementing the restructuring programme, we sold approximately EUR 700 millien
of our assets. Working capital was raduced substantizlly. The objective is to also free up at
least EUR 200 million by divestments of assets and by decreasing working capital further.
Investments will be reduced to a level of EUR 150 million in 2008.

During the year under review, the company's financing situation was stable. Oue to
the successful divestment programme, there are no refinancing needs this year. Qur aim
is to minimise the refinancing needs also in 200% by the new EUR 200 million divestrment
prograrnme.

The profit improvement and business concept simplification programme include plans
to close the BCTMP mill at Lielahti and the paper machine at Kangas which produces coated
magazine paper. In addition to these specified closures, M-real 15 prepared for new capacity-
reduction measures if required by the business environmeant.

Pressure for restructuring in the European paper industry has continued to increase.
Consolidation would significantly improve the cpportunities for the paper industry to reduce
overcapacity and overlapping operations, and io increase product prices. M-real will continue
to work towards the achievement of these objectives.

Our journey of change in this difficult business envircnment will continue. | am happy
to observe the strong fighting spirit of M-real personnel, a fact which has also been noticed
outside the company by our important stakeholder groups. | would like to thank our personnel
for these efforts. We will continue to need the strongest possible commitment in the future
too. | would also like to thank our customers and partners for their work during 2007. Thanks
to our common efforts | strongly believe that we are one step closer to achieving our objective
- stronger and profitable M-real.

Y

Mikko Helander




M-real's business is divided into three
business areas: consumer Packaging,
Graphic Papers and Office Papers. The strategic
focus of M-real's businesses is the Consumer
Packaging business area, which produces

high-performance paperboards and packaging

solutions and related services.







consumer packaging

M-real’s Consumer Packaging business area is an innovative supplier
of high performance paperboards, speciality papers, packaging
solutions and related services. It serves carton printers, converters,
brand owners and merchants for end-uses such as beautycare,
cigarettes, consumer durables, foods, healihcare and graphics.

Consumer Packaging's main markets are Europe, North
America and Asia. It is the second largest producer of folding
boxboard both in Europe and globally, and the global leader
in ¢coated white top krafttiner and wallpaper base.

Consumer Packaging's product portfolia includes
cartonboards for packaging and graphics applications,
white top and coated white top kraftliners for corrugated
packaging applications, wallpaper base and speciality
papers for flexible packaging, labelling and self-adhesive
laminates.

The total offering also includes services such as the quick
availability of sheeted board, technical services, seminars
and training. The business area alsc provides carton design,
packaging procurement and print management services.

In recent years, M-real has developed and started the
business of new advanced technologies to help customers
fight the increased counterfeiting of branded goods. The
brand protection offering consists of covert and overt
technelogies applied to folding cartons to match a broad
range of products’ protection needs.

Consumer Packaging key figures 2007 2005 Change
Sales, EUR million 934 7 -3.8%
EBITDA, EUR millien 135 131 3.8%
EBITDA. % 14.6 13.5
EBITDA, excl. non-recurring items, EUR mitlion 142 iH 8.4%
Qperating profit. EUR millien 56 43 30.2%
Qperating prolit, % 60 4.4
Qperating prefit, excl. nan-recurring items, EUR million 71 47 5hi%
Qperating prefit. excl. non-recurring items, % 7.6 4.8
Return on capital employed, % 75 5.1
Return on capital employed, excl. non-recurring items, % 95 5.6
Deliveries, 1 000 tennes 1203 1181 3.6%
Production, 1000 tonnes i210 112 79%
Personnel average 1504 2573 -41.5%

Developments in 2007

Demand for folding boxboard, white top kraftliner and
espacially for wallpaper base was strong in 2107 and the
utilisation of production capacity was at a high level. After
the stagnation of three years paperboard prizes staried
to improve in 2007,

M-real sold its carton plants in Finland and in Hungary
in early summer and in Qecember, the carton plant in
Belgium.

Consumer Packaging joined Sustainable Packaging
Council [SPClin June.

In July M-real purchased gas combi power plant in
Kyréskoski, Fintand. In July board machine 2 was closed at
M-real Take, Finland.

Consumer Packaging continued to develop Express
Board sheeting services, which provide customised
sheet sizes with short lead times. The service started at
M-real Stockstadt in Germany in January 20()7. Besides
Germany Express Board service is now available also in
the Netherlands and Finland.

M-real upgraded Avanta Ultra and Avanta Prima grades
produced at M-real Kyro mill in Finland in March. These
grades are mainly used in beautycare and healthcare
end-uses.

Feedback fram M-real’s custorers proved that Kemiart
Ultra coated white top kraftliner can be postprinted without
drying equipment and no loss of efficiency in preduction.

Market outlook

The global demand for cartenboards is expected to remain
healthy. Growth is strongest in Eastern Europz, Asia and
Latin America. The estimated market growth derives from
trends such as population growth and ageing, urbanisation,
increasing hygiene requirements, improving standards
of living and increasing demand for branded goods.

The demand for white top liners is expected to grow
briskly in Europe and the USA, but moderate growth is likely
in Asia. After the improved market situation in wallpaper
base in 2007 good demand is predicted to continue. Market
growth in paper for flexible packaging is likely to remain
modest.




Efficient Packaping benefits the whole packaging
value chain

The purpose of the packaging is to both protect and premote
the product. Packaging is efficient when it performs all
these functions effectively and economically throughout its
lifecycle, from the making of the carten to its disposal.

Branding power

Mast purchasing decisions are made at the point-of-sale.
In retail, lasting impressions are made at first sight - and
touch. Consumers notice quickly if the packaging does
not match the perceived brand identity. This sets material
demands very high. For example, brightness and surface
smocthness of the paperboard are essential in creating
an attractive packaging, M-real has conducted consumer
perception studies in order to find out how packaging affects
the purchasing decision.

Lightweighting

M-real has taken significant steps to help customers
reduce their costs by lightweighting its paperboards.
investments carried out at M-real Simpele in 2006 and
at M-real Kyro in 2007 improved Consumer Packaging's
offering of lightweighted paperboards by increasad yield
witheut compremising on quality.

Enhanced runnability

Alongside stiffness, quality consistency is the key parameter
in runnability in converting line. That is why M-real has
introduced even tighter tolerances to its paperboards
which enhances productivity and profitability in converting
Drocesses,

Improved logistic performance

Packaging and retail solutions require that cartons can
be stacked. Stacking puts cartans under considerable
forces of compression, which can resutt in butging and
cracking. Damaged packaging causes additional costs,
produces waste and undermines brand identity. Therefore
M-real has paid special attention to bending stiffness and
compression strength of its paperboard.

Extensive sustainability

In packaging, economic and environmental geals actually
converge: impraving efficiency improves sustainability as
well throughout the whole value chain by creating less waste
as well as decreasing the amounts te be transported.

Biggest folding boxboard
producers in Europe

Stora Enso
M-real
Cascades

Holmen

International
Paper
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graphic papers

M-real's Graphic Papers business area provides coated and uncoated
graphic papers and related services to publishing, advertising and
communication end-uses. Customers include printers, publishers,
advertising agencies and corporations served both directly and

through merchant partners.

M-real's magazine and fine papers are used in high guality
magazines, catalogues, brochures, annual reports, inserts,
books and direct mail. Brand names include Galerie, EuroArt,
Allegro, Furioso, Tauro and Era.

The Graphic Papers business area was established in
November 2007 when the former Publishing and Commercizl
Printing business areas were combined. Integration of two
business areas enzbles synergies and sharing best practices
across wide range of activities including management,
manufacturing, legistics and sales and marketing.

Graphic Papers business area’s annual production
volume totals 3 million tonnes, including coated magazine
papers, coated fine papers and uncoated fine papers from
mills in Finland, Sweden, Germany, Austria and Switzerland.
The main market is in Europe, but large volumes are alsc
delivered to North America and Australia. The main markets
for magazine papers are the UK, Germany, France, Spain,
Poland, Russia and Finland. In fine papers, M-real has
strong position especially in Central and Eastern Europe,
the UK and the Nordic countries,

The market in coated magazine and coated fine papers
was tough in 2007. Market prices were stagnant during
the year, and the downward trend of the USD brought a
negative effect on earnings. The increased raw material
and energy costs also weakened profitability, which was
mostly offset by achieved efficiency improvements and cost
savings at mills and within the sales network. The supply
demand balance improved clearly towards the end of 2007
due to capacity closures both in coated magazine and fine
papers. Sittingbourne mill, UK, and Gohrsmiihle's PMé and
7in Germany were closed. In addition, M-real announced

Graphic Papers key figures 2007 2004 Change
Sales, EUR million 23768 2390 -5i%
EBITDA, EUR millicn 120 93 25.0%
EBITDA, % 5.3 9
EBITDA, excl. non-recurring items, EUR million 142 187 -24.1%
Operating profit, EUR million -8 -212
Qperating profit, % -3.4 -8.9
Qperating profit, excl. non-recurring items, EUR millien -23 4
Qperating prefit, excl. non-recurring items, % -1.0 0.2
Return on capital employed, % -39 -25
Return on capital employed, excl. non-recurring items, % -0% 0.3
Deliveries, 1 000 tennes 3002 3153 -4.8%
Production, 1000 tonnes 2942 3090 -4£1%
Persannel average 5135 5862 -12.4%

its plans to close the Kangas mill PM2, Finland, which
produces coated magazine paper.

During 2008, M-real's coated fine paper mills will gain
self-sufficiency in pulp through the pulp supplied by Mets3-
Botnia's Uruguay mill.

Developments in 2007

As part of Galerie Customer Program, a new coat2d magazine
paper, Galerie Silk, was developed. Galerie Silk combines
high bulk with good visual properties, allowing customers
to use lighter basis weights thus enabling cost savings. The
productian of the new Galerie Silk allows improved efficiency,
quality consistency and availability at Kangas rill.

Era, a new coated fine paper range responding to
demand for the use of recycled and certified virgin fibres
was launched. The new range is produced at Gohrsmiihle
mill and contains 50 per cent recycled fibre and 50 per cent
FSC certified fibre.

Kirkniemi millin Finland received EMAS [Eco-Managernent
and Audit Scheme] accreditation. The EMAS statement
addresses the environmental impacts and coals of the
mill, and describes the practices deployed.

M-real invested in a new winder at Kirkniemi mill's
PM1 to meet the increasing quality standards set by new
wider web offset printing presses. M-real Kirkniemi mill
also completed a two-year quality improvement project of
EUR 13.9 million, which concentrated on improving pulp’s
mechanical and chemical processes on PM1 and PM2.
The investment brings improvements in quality consistency
and efficiency.

A new SAP-based IT solution to support sales, distri-
bution and planning was implemented at the Adnekoski,
Hallein, Stockstadt and Biberist mills. Tailored to service
merchant customers, the systemn enables new service offer-
ings as well as cost benefits through business automatian
processes. The system will be completed at Cohremihle
mill during 2608.

Sittingbourne mill and PMé and PM7 at Gohresmihle mill,
were closed. Furthermore, M-real announced plans to shut
down the PM2 at Kangas during first half of 2008.

For the third year running, M-real won the Magazine Paper
Supplier of the Year award from the Periodical Publishers
Association in the UK. The judges commented: "M-real clearly




demonstrates a strong partnership appreach, in terms of
product development, environmental perfermance, technical
support and honesty.”

Market outlook

The global demand for costed mechanical reels grew
moderately in 2007, The clearly strongest growth area
was Eastern Europe. Growth was driven by an improving
advertising market and new magazine launches. The growth
in 2008 is estimated to be somewhat slower than in 2007,

A significant amount of coated mechanical reels
capacity has been closed in Europe and North America.
The market balance is expected to stay tight alsc in 2008.
Price increases in coated magazine papers were carried
out in all markets at the end of the year to take effectin
January 2008.

The global demand for wocdfree coated papersin 2007
was slightly higher than in 2006. The dermand was strongest in
Eastern Europe, Western Europe showed a moderate grewth.
The exports of woodfree coated papers te North America
declined. The global derand outlook for 2008 is showing a
somewhat faster demand growth than in 2007, the demand
growth outlook for Europe is a bit lower than in 2007.

COATED CCATED

Galerie Lite Allegro

MAGAZINE | Galerie Brite FINE PAPERS | Era
PAPERS | Galerie Silk Furioso
Galerie Fing EurcArt Plus
EuroButk
Galerie Art

Mega
ikanc

UNCOATED | Tauro
FINE PAPERS | Cento

Galerie Customer Program

Following a detailed customer survey, M-real undertock
a major review of its magazine paper product and service
partfolio, and introduced a new concept under the name
Galerie Customer Program.

M-real's research indicated that customers want
paper suppliers to pay more attention to averall supply
and process efficiency. Their key needs are speed, flexible
production solutions, consistent quality and efficiency in
the printing process.

The changes undertaken in M-real’s magazine paper
and service offering are a simpler choice of preducts,
faster availability, improved quality cansistency, improved
print performance services, and a menu of supply service
options priced with greater transparency. Custamer choice
is simplified by the reduction of overlapping products, and
faster availability made pessible by more frequent production
cycles. With fewer changes in the production process, high
product guality consistency can be ensured.

M-real’s Print Performance Services help customers
achieve improved print quality, censistent colour and image
reproduction, and higher press performance, resulting in
cost savings. M-real’s colour management services have
already been used by demanding customers including e.g.
Condé Nast [Voguel, BBC Magazines, and Criflame.

The Galerie Customer Program was introduced to
customers in November 2007 and was well-received.
The implementation will continue during 2008. The full
benefits from streamlined product range and improved
supply service will beceme effective from the second
quarter of 2008.

SPECIALITIES | Chromolux

2anders aulocopy
Zanders Zeta

Zanders Gohrsmiihle
Zanders Classic
Zanders Reflex Special

Biggest coated magazine paper
producers in Europe
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Biggest coated fine paper
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office papers

M-real’s Office Papers business area produces, markets and sells a
range of high quality uncoated fine papers to meet the continuing growth
in paper usage in offices and hemes. This includes papers for printing
and copying, as well as for forms, envelopes, manuals and various

business communications.,

Office Papers” business reels are sold directly to converters
or printers and cut size paper through a variety of different
channels, mainly paper merchants, original (office]
equipment manufacturers and office product resellers.
Paper represents a significant part of their assortment.
In the case of paper merchants, paper is at the core of
their offer. Office products resellers offer the widest
assortment covering everything needed to run an office.
The office products resellers distribute via networks of
contract stationers, office dealers, mail order companies
and retail siores.

The European market for office papers is dynamic and
changing. Existing channels become more sophisticated and
new channels emerge. M-real stays ahead by centinually
developing is commercial activities through all the channels,
ensuring that M-real’s brands are leading the office paper
category both in terms of differentiation and relevance.

M-real’s office papers portfelio ranges from speciatly
engineered papers for demanding applications through to
cost effective papers for large volume work. M-real's brands
are well established in the markets they serve and include;
Data Copy, Logic, Evolve and Modo Papers.

Data Cepy is Europe’s leading manufacturer brand in
cffice paper. Recycled paper is more in demand than ever.

Office Papers key figures 2007 2006 Change
Sales, EUR million 723 727 -0.6%
EBITDA, EUR million 53 59 -10.2%
EBITDA, % 13 8.
EBITDA, excl, non-recurring items, EUR million 78 &% 13.0%
Operating profit, EUR million -187 -18
Operating profit, % -25.9 -2.3
Operating prefit, excl. non-recurring iterms, EUR million 23 7
Operating prolit, excl. non-recurring items, % 3.2 1.0
Return on capital employed, % -29.6 -23
Return on capital employed, excl. non-recurring items, % 4.2 11
Deliveries, 1000 tonnes w7 1039 -8.9%
Production, 10001tennes 273 1028 -5.4%
Personnel average 1657 1822 -9.1%

M-real has Evolve, which is the 100 per cent recycled paper
range in Eurcpe. Modo Papers covers a wide range of specific
preducts sold as business reels including pap r for envelope
converting, pre printing, laser and inkjet pr nting.

M-real’s position on the market is strengthened by the
convenient location of its production units in Sweden and
France, combined with efficient logistics.

Developments in 2007

Wifsta mill in Sweden was closed down in July. The mill had
an annual capacity of 175,000 tons of uncoated woodfree
paper.

A new customer service and supply chain planning
system, integrating systems from sales order processing
through to despatch and inveicing, was implemented in all
Dffice Paper mills in 2007. This enables more efficient
paper machine scheduling, automated enquiry handling
and greater optimisation potential through sales and
operations planning, giving the customer a more efficient
and reliable service. State-of-the art planning functional-
ity makes this a major step forward in the management of
the supply chain.

Office Papers created a technical markating function
integrating research and development disciplines but
expanding the scope to include more market orientated
functions such as product development, marketanalysis and
the environment. Office Faper expects more flexibility and
reactivity towards market trends and custorner demands.
This will result in a stranger and more relevant future
offering structure, particularly in areas such as consumer
applications and product packaging.

Office Papers restructured its sales and marketing
function to better align with its successful multi-channel
sales strategy. The result is a structure which reflects
the eptimal approach towards the rmarket. Dedicated
channel teams execute and develop definec and relevant
channel strategies. The result is the removal of complexity



and duplicatioen in favour of a truly customer focussed
orientation.

In February 2008, M-real announced the agreement to
sell its New Thames office paper mill in the UK to DS Smith
Plc. The transaction is subject to approval by the competi-
tion authorities.

Market Qutlook

Despite advances in electronic media and changes in
information handling, which are often seen as a threat
to paper. the European consumption of cut size paper is
steadily increasing. In the short term, M-real expects the cut
size market to develop positively. In the tong run, however,
the performance of the business reels sector will be less
favourable, mainly because of growing competition from
cut size applications.

Nevertheless, in some markets the grewth has slowed
down and the producers have taken action to improve the
supply/demand balance and restore the profitability of the
industry. In practice this has meant announcements to close
down production capacity and increasing prices. This has
alsc been vital due to considerably increased operating
costs, mainly wood. Supply demand balance has more
recently been impacted by the weakening of the USD: as
a consequence the industry has repatriated exports and
simultaneously Europe has become more attractive for
imports frem other areas.

M-REAL
OFFICE
PAPER
BRANDS

Data Copy Evolve

Logic Modo Papers

or visit the product web sites.

www.datacopy.com
www.evolve-papers.com
www.logic-papers.com

More intermation is availabie an www.m-real.com

Biggest uncoated fine paper
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'I 8 M-real
cost structure 2007*

@ Wages and salaries 18%
O Chemicals 18%
Wood and wood fibres 17%
& Deliveries 14%
O Qther fixed costs 14%
G Energy 11%
s Pulp 6%
O Other variable costs 2%

* Tetal annual costs  industrial
operations spprovmatety EUR 1.5 biflion

corporate responsibility

Resources

The mostimportant resources and cost factorsin M-real’s
cost structure are personnel, chemicals, wood and wood
fibres, deliveries and energy.

Wood supply

The majority of M-real’s wood raw material in Finland
comes from the private forests of the owner-members
of Metsaliitte Cooperative. Other wood procurement
countries are Sweden, Russia, France, Austria, Germany,
Latvia, Uruguay, Estonia and Lithuania. Metsaliitto supplied
M-real mills 12.9 million cubic metres of wood [including
30 per cent of wood raw material delivered to Metsa-Botnia
mills). Wood raw material is procured for preduction units
with minimum transport distances, which is done, for
example, to reduce the carbon dioxide emissions caused
by the transportation of roundwood.

M-real is committed to the responsible procurement of
wood and wood fibre in compliance with local legistation.
Metsélitlo’s certified guality and environmental management
systems for wood procurement include 3 wood origin
tracking system. This means that Metsiliittc knows the
arigin of the wood it procures whether it comes from a
certified forest or not.

M-real supports forest certification based on independent
third-party verification and aims to increase the share of
certified wood raw material in its products and taunch
maore products with forest certification labels. In 2007, 69
per cent of the wood raw material supplied to M-real mills
originated from certified forests.

By the end cf 2007, Metsaliitto had a certified Chain-oi-
Custody in almost all of its wood procurement countries,
which enables the formal verification of the propertion of
certified wood. All M-real mills hold certified Chain-of-
Custody systems.

Wood supply to M-real mills by country 2007*

1000 m? 2007
Sweden 2282
Finland 2048
France 1286
Russia 793
Austria 765
Germany 513
Latvia 438
Uruguay 306
Estonia 223
Lithuania 178
Total 8832

* Includes 30 per cent of wood delivered te Metsa-Botnia mills.
Figures include only waod deliveries, inclusive imported wood, originating
from certitied forests, supplier holding a Chain-of-Custedy certificate.

Pulps

In 2007, M-real used 3.2 million tonnes of chemical pulps,
chemi-thermomechanical pulps and recyc.ed fibres. Of
these, 1.9 million tonnes were produced at the company's
own mills and 1.1 million tonnes at Metsd-HBotnia's mitls
[exceeded M-real’s share of ownership by 370,000 tonnes).
In addition, 360,000 tonnes were purchased from external
suppliers and 210,000 tonnes were scld externally. M-real
requires that its pulp suppliers operate in strict compliance
with the legislation, and report annually on the origin of
wood, forest certification and environmental data.

Energy

M-real’s energy solutions always aim to take inte account
the challenge posed by climate change. M-real aims to
reduce its carbon dioxide emissions systemétically, in line
with its climate strategy. Measures to cut emissions include
investments in new energy-efficient technolegy, and plans
to reduce the carbon diexide emissions of certain units by
introducing energy production based on was:e or biofuels.
Decisions on future energy projects will be made taking
climate issues into account.

The total amount of fuels used by M-raal’s mills in
2007 was 22.0 TWh. In addition, the company purchased
3.8 TWh of electricity and 1.6 TWh of heat. The amount of
energy consumed by the mills was 33.4 TWh. Calculated
at the fuel level, biofuels accounted for 60 per cent of total
energy consumption.

Bicenergy

M-real aims te utilise various bicfuels optimally and to
increase the already high share of bioenergy In addition to
by-products from its cwn mills, M-real purchases biofuels
from external suppliers. Of M-real’s own energy preduction
biofuels accounted for 63 per cent.

Through its high share of biofuals, M-real demonstrates
its commitment to use renewable energy and meet the
new, stricter objectives on climate issues. It is natural for
the forest industry to utilise alse the by-products of its

Deliveries of certified wood to M-real mills 2007*

PEFC % FSC %
Austria 83 0
Germany 77 0
Finland 73 2
France 41 12
Sweden 24 34

* Including 30 per cent of wood delivered to Metsa-Botnia mitls.




processes. When the product comes to the end of its life
cycle, it can be either recycted or ulilised as fuel in energy
production,

Neveriheless, M-real is concerned about woed raw
material being used as fuel, as it makes it impossible 1o
utilise the opporiunity to create added value, such as jobs,
by processing the wood into products with higher added
value. From the national economy perspective, it is more
sustainable 1o convert wood into products rather than burn
it to produce energy. According to M-real, society should
not subsidise energy production from wood that is suitable
for further processing.

Energy efficiency

To further improve energy efficiency, M-real launched an
extensive development project at the beginning of 2004. The
energy efficiency project has produced significant results
and cost-savings. The improvement of energy efficiency
will continue systematically.

By the end of 2009, all of M-real’s production units will
have an energy efficiency system. The objective of the energy
efficiency system is to incorporate energy efficiency as an
integral part of M-real’s management system.

The measures carried out in 2006 and 2007 in the
energy efficiency project have reduced M-real’s emissions
of carbon dioxide by approximately 100,000 tonnes peryear
compared with the level before the project.

Emissions trading
M-real’s mills participate in EU-wide emissions trading
which began at the beginning of 2005. For M-real, the
direct economic effects of emissions trading have so far
been small, as the company received free emission rights
corresponding to its need. However, emissions trading
caused M-real significant indirect costs, as the market
prices of electricity and wood-based fuel went up.
Starting in 2008, the amount of freely-distributed
emissions rights will be reduced significantly, which,
together with the forecast increase in the price of electricity,
will increase M-real’s energy procurement costs. Te
counterbalance this cost increase, M-real will continue to
improve its energy efficiency, which will also contribute to
the reduction of carbon dioxide emissions.

Environment

The key principles in M-real’s enviranmental pelicy are
responsibility across the whole organisation and continuous
improverment. it includes the use of wood raw material
procured from sustainably managed ferests, efficient
and responsible use of natural resources and production
assets, produci safety and recyclability, monitoring of

environmental impacts and open communication with
various stakeholder groups.

M-real’s environmental goals are based on the principle
of continuous improvement and minimising harmful
environmental impacts. All M-real mills have certified
1S0O 9001 quality management systems and |50 14001
environmental management sysiems.

Continuous improvement of operations is ensured by
setting development targets and by launching development
projects at both corporate and mill level. Progress is
monitored and reported regularly. Relevant envirenmental
incidents and the progress made in investments projects
and permit processes are reported monthly. The mills are
responsible for setting their awn numerical emission targets,
depending cn local conditions and reguiremants. The mills
report quarterly their emissions and discharges.

In 2007, carbon dioxide emissions resulting from the use
of fossil fuels increased by about one per cent compared
with the previous year, while at the same time the production
volume decreased by about {ive per cent. The fact that carbon
dioxide emissions increased while production decreased
was due to changes in the company’s production structure
and calculation limits, The Kyriskoski gas combi power
plant and its emissions moved within the calculation limit,
while the Pont Sainte Maxence, Sittinghourne and Wilsta
mills, which used purchased electricity and heat and were
thus nearly emission-free in the carbon dicxide balance
sheet, were divested or closed down. In addition, M-real’s
share of Metsa-Botnia, which emits only small amounts of
carbon dioxide, declined. These changes in the preduction
structure and calculation limit caused a theoretic increase
of eight per centin carbon dioxide emissions calculated
per production tonne. However, the company’s comparable
carbon dioxide emissions per production tonne decreased
by three per cent,

Sources of total energy, 2005-2007*

Consumption of pulps*
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GWh % % %
Wood-based 14 742 44 45 45
Natural gas 7 424 22 21 24
Coal 4446 i3 14 12
Nuclear power 3123 9 9 9
Hydro power 2084 b & )
0Oil 1136 3 3 3
Peat 455 1 i 1

* Includes estimated energy sources of purchased electricity and heat.
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Environmental indicators

M-real takes the chailenges caused by climate change
into account in its energy solutions and aims to continuously
reduce its carbon dioxide emissions. Measures to reduce
emissions include investments in new, energy-efficient
technology, maximisation of combined heat and power
[CHP] production and plans to reduce the carbon dioxide
emissions of the power plants of certain units by using
energy production based on waste or biofuels.

Discharges to water causing eutrophication decreased
by & per cent. Total emissions per tonne of producticon
decreased by 1 per cent.

Improvements at mills

Several improvements at M-real’s mills were carried out
in 2007, reducing their environmenial impacts and risks.
The most significant measures taken focused on minimising
the wastewater load.

At M-real Stockstadt, a new anaerobic wastewater
treatment system was implemented. As a result, the removal
of COD is now over 90 per cent. The biogas produced by
the anaerobic process is wtilised as fuel at the mill's power
plant. M-real Kirkniemi installed a new control system
for the effluent treatment plant, enhanced the tertiary
treatment stage, and increased the capacities of sludge
treatment and cooling of waste water, New energy-saving
bottom aerators were Iinstalled at the biological waste water
treatment plant of M-real Tako BCTMP mill.

M-real Joutseno and Kaskinen BCTMP mills discantinued
the use of nitrogen acid as a washing agent at the process
water evaporation plant, which considerably reduced the
nitrogen load of their waste waters. In addition, Joutseno
mill introduced a washing liquid concentration and recovery
system that made chemical recovery more efficient and
reduced the COD toad in waste water.

M-real Aanekoski Paper installed new reject recovery
equipment. The introduction of the equipment and changes
in operating methods enabled the mill to reduce the amount
of suspended solids in waste water to less than half,
M-real Kemiart Liners enhanced the recovery of suspended
solids by directing more circulation water to the paper
machine’s disc filter.

2007 2004

Emissicns to air Greenhouse effect Tonnes CO,-eqv 2026655 2000120
Acidification Tonnes 50,-eqv 7 6546 8 84)

Discharges towater COD Tannes 41082 44 9N
Eutrophication Tonnes P-eqv 233 248

Waste Landfill waste Tennes 6% 785 84923

M-real Kyro completed the lengthy anc technically-
challenging noise-reduction project at the wood conveyor.

New Low-Nox burners were instatled at the power
plant of M-real Tako, and the control system of the power
plant was renewed. After these changes, n trogen oxide
emissions were reduced by over 50 per cent

M-real Kirkniemi published its first-ever EMAS-cam-
pliant envirenmental report. In addition, M-real Hallein,
Stockstadt, Ainekeoski and Kangas mills pablished up-
dated EMAS reports. Haliein's EMAS report vsas rewarded
for the second time in Austria’s national environmental
report competition.

Product and chemical safety
M-real is actively monitoring the drafting of new legislation on
product and chemical safety and aims to identify and take into
account risks related to product and chemical szfety already in
the product develepment. Trained experts provide information
on new research results and upcoming comm tments.
During the year under review, M-real updated its product
safety policy on packaging paperboards and papers. In line
with this, M-real ensures that the packaging paperboards and
papers that it manufactures are safe, when used correctly,
both for people and the environment,

In line with its product safety policy, M-real:

O manages hygiene and product safety risks throurghout
the whole supply chain from the development of packaging
materials and sclutions all the way to their manufacturing
and distribution;

O meets or exceeds statutory requirements;

G uses only raw materials with a known origin, ensuring the
traceability of raw materials and finished products, especially
when manufacturing products for uses with very strict hygiene
requirements, such as foed packages.

The manufacturing of packaging materials is part of the food
production chain. That is why M-real's paperboard mills have
for years used an HACCP system, certified in accordance
with the DS 3027 standard, which {acilitates the ideatification
and management of product safety risks. The systern will be
supported by an expanded food safety management system
that complies with the IS0 22000 standard, starting with
Kemiart Liners which was certified in 2007.

M-realis aware of the obligations imposed by the EU's
new chemical law, the REACH regulation, and is preparing
actively to comply with them. M-real mills hav2 undertaken
an inventory of the chemicals they use and identified
their country of origin. A database of the most important
chernicals used in production is kept on environment, health
and safety related data. M-real has carried out comprehensive




evaluations of suppliers to ensure the availability of important
raw materials now and in the future, and the results of the
evaluation indicate that the most important raw materials
will probably remain on the market.

The REACH regulation (1907_2006), which enterad into
force on 1 June 2007, brings new challenges, especially for
manufacturers and importers of chemicals, but also for users.
With the entry into force of REACH, the responsibility for
carrying out safety evaluations shifted from the authorities to
industry. That is why it is important that an internal consensus
on the interpretation of the law is achieved in the indusiry. As
of 2005, M-real has participated actively in the preparation of
REACH both at the European level in CEPI [The Confederation
of European Paper Industriesi and in national forest industry
organisations.

Authorised persons at M-real’s mills were trained during
the year under review to ensure that the requirements
of the REACH regulation are met. The mills have also
identified the by-products and intermediate products
possibly affected by the REACH registration obligations.
The introduction of the REACH regulation emphasises the
tmportance of interaction between chemical supplier and
companies using them,

Since M-real is a significant user of plant-based raw
materials, it keeps a close eye on the research regarding
genetically meodified organisms [GMO]. M-real witl not,
however, approve the use of GMO-based raw materials
until adequate experiance, as well as high-quality research
data, is available on their use.

The number of cld environmental liabilities has decreased
due to the cleaning up of contaminated land areas in recent
years. Possibly contaminated land areas located at production
sites have been surveyed extensively in 2005-2006 and
the necessary rehabilitation measures are mostly minor.
At the present time, significant known old environmental
obligations concern only three tandfill sites decommissioned
by M-real. The required measures involve the closure and
afier-care of landfill sites.

Paper Protile and carbon footprint calculations in
environmental communications

M-real's customers value Paper Profile envirenmental product
declarations, Paper Profile is an internationally standardised
environmental product declaration developed by European
paper producers. Paper Profile includes compact data and
specifications on a paper product and its environmental impacts
such as the raw material used, emissions and discharges
resulting from production, the mill's envirenmental system
and the products disposal.

M-real has issued Paper Profiles environmental product
declarations sheet for all its paperboard and paper grades.
These have been supplemented with data on the origin of
the wood raw material and transportation. Atl M-real Paper
Profiles are available at M-real’s website www.m-real.com.

During the year under review, concern about the climate
change was emphasised in environmental discussions.
M-real's cuslomers are increasingly interested in how wood
and papar products affect the climate change. M-real adopted
carbon footprint calculations as a teol in it environmentat
communications. Carbon footprint calculations describe
the impact on climate change by reporting carbon dioxide
emissions per unit.

To make the carbion footprints of difierent products
comparable, their calculation parameters should be
uniferm. For the time being, there is no uniform standard
for carbon footprint calculations in the forest industry.
M-real's carbon footprint calculatians follow the Carbon
Footprint Framework published by the Confederation of
European Paper Industries [CEPI] in September,

The calculations include those phases of the manufac-
turing process where the major part of the carbon dioxide
emissions arising from the use of fossil fuels is generated.
In addition to the actual manufacturing process, these
include emissions from the transportation of wood raw
materiat, pulp, and the finished preducts, The emissions
used in the calculations for paperboard and paper products
are based on information gathered for the Paper Profile
environmental product declaration sheels.

Emissions from production include the emissions
generated in the production of purchased electricity. When
possible, emissions for each electricity supplier should be
used, but if these are not available, average emissions from
natienal electricity production are used instead. National
averages vary a great deal from one country to ancther be-
cause emissions depend on the siructure of the electricity
production system.

Carbon footprint calculations have already been carried
out for many of M-real’s products. In addition to emissions,
M-real reports in its carbon footprint calculations how much
carhben eriginating from wood raw material is stored in the
product. Growing trees bind carbon through photasynihesis.
Wood binds carben to itself in photosynthesis, and part of that
carbon remains in. Carbon originates from the atmosphere’s
carbon digxide, part of which is stored in products manufactured
from wood raw matenal

Carben footprint calculations respend to the information
needs of M-real's stakeholder groups and produce valuable
information for M-real's own environmental work, which (s

N
—

corporata responssbility



22

based on the continual improvement of operations and the
minimisation of harmful environmental impacts.

M-real will release its 2007 corporate responsibility data
on its website www.m-real.com. In addition, M-real's corporate
responsibility is described in more detail in Metsaliitto Group's
2007 annual report.

Personnel

At the end of 2007, M-real employed 9,508 people. As a result
of the restructuring and profit imprevement programmes, the
number of personnel fell to 9,508 from 14,125 during the review
period. Compared to end of 2004, the reductions were 4,617
[33%) and M-real's own efficiency improvement measures
accounted for 1,253 [9%) of the reducticn. The personnel figure
includes 30 per cent of Metsd-Botnia's personnel.

M-real's programme to improve profitability of operations
in Finland progressed according to plan. At M-real Tako, board
machine 2 was shut down and its production was transferred
mainly to other mills. The reduction in person work-years was
in total approximately 400. The statutory negotiations with
the personnel were carried out in a constructive spirit at the
mills. Special emphasis was placed on change security, an
individual employment programme for employees whe will be
or may be made redundant. All vacant positions at Metsaliitto
Group were offered to laid-off personnel or those in risk of
being laid off. In addition, outplacement counselling was
provided. Supervisors were also trained to handle personnel
reduction situations.

In Novermnber 2007, a new programme was launched to im-
prove profitability and reduce complexity. The new programme
includes planned closures of the BCTMP mill at Lielahti and
paper machine 2 in Kangas, recrganisation of the company's
business area struciure, and streamlining of the sales and

Personnel by country Personnel*  Net employment Average age of
31 Dec. 2007 change 2007 employees 2007

Finland 3390 -830 45,7
Germany 2247 -185 45.4
Sweden 1137 -359 474
Austria 489 -105 42.4
Switzerland 564 -1 43.4
France 458 -30 40.7
United Kingdom 404 -1257 445
Other countries 619 -1 849 38.2
9508 -4 617 448

* Head ceunt includes share of Metsi-Botnia's employees [30% - 2007, 39% -2006).
Influence of divestments in 2007 was -J 364 employees, of which Map Merchant Group accounted for -2 400

employees.

marketing organisation. The effects of the plarned closures
and saving measures on staff will depend on the results of
the statutory negotiations with the personnel.

The special challenge of M-real’s person-el manage-
ment has been to maintain vigour and motivation at work-
places daspite the streamlining and efficiency- mprovement
programmes, and to invest in the development of competent
and multi-skitled staff. A strong emphasis has been placed
on change counselling at mills, which improves the internat
performance of the work organisation by clarifying interactive
roles, division of work, operating methods and the content of
wark, Change counselling was carried out at three mills in
Finland and was arganised by the training and development
centre M-institute Silva. In 2008, counselling will be expanded
to other Finnish units.

Metsaliitto Group’s management develcpment pro-
gramme started in 2007, and included the participation of
three individuals from M-real. Plans are to restart the middle
management development programme in the spring of 2008.
Training of sales and customer service personnel in finance,
end-preducts and technelogy was carried out as in previous
years. The training of preduction staff focused on training
aimed at completing further vocational qualifications and the
development of multi-skilled employees.

Occupational health and safety operations at the mills
focused maore on preventive operations. The repa-ting of close
call events was improved and the frequency of monitoring
using the most important occupational health and safely
measurernents was increased.

Occupational safety and well-being at work
Occupaticnal safety and accupational well-being are an im-
portant part of M-real’s successful operations. In line with
the new business idea, M-real has shifted the focus from
corrective actions to the active and advance promotion of
occupational well-being and safety, which has deen imple-
mented in four areas - change management programmes,
the advance promotion of staff health and abi.ity to work,
and early support for supervisors in the workplace, as well
as the development of safe operating methods starting from
a study of the safety culture.

Staff well-being at work and the internal performance of
organisations and preconditions for successful operations have
been supported through work-oriented change managemnent
programmes. The programmes also promote success in
situations in which the stages of established operations
are shorter than before and there are great changes in the
aperating environments of companies.




Health and well-being at work have been maintained and
furthered systematically both by geveloping the work and
by implementing active health promation and rehabilitation
programmes. In the workplace, preventative measures have
included early support of supervisors in situations where the
worker's ability to cope at work has deteriorated.

The study and prometicn of a safety culture has provided
a new perspective on preventative measures aimed at
occupaticnal safety. Studies regarding safety culture have
enabled the identification and reform of aperating methods
within the werk community that have an impact on the
realisation of safety.

M-real has actively participated in the extensive legionellosis
research done by Naticnal Public Health Institute in Finland.
The research targets include developing proactive methonds
in industrizl safety and occupaticnal health care.

Competent, mativated, innovative and healthy personnel are
a resource for the company’s success. The systematic work-
oriented change managemeant programmes implemented at
M-real’s units have been the clear focus of promotion of well-
being at work. The programmes have enabled the maintenance
of the performance level of staff, the success of personnel
and understanding of needs for change originating from the
operating environment as wetl as the flexible management of
changes in operations. The change management programmes
examine the productive activity carried out by workers and
their supervisors. In concrete terms, this has meant that
advance promotion of occupational well-being and safety has
focused on typical work processes in the work community and
their efficiency, as well as the interactive roles of workers
and supervisors.

Change management programrmes supporting occu-
pational well-being have been implemented successfully in
M-real's organisations in which there have been major
changes.

The achievement of M-real's occupatienal well-being
objectives are monitored using accident frequency, and the
number of days of absences caused by accidents at work,
close call events, and absences due to illness. In addition to
monitoring, the objective has been to identify the direction of
the development of cccupational well-being and safety and
implerment measures as socn as possible at the workplace.
To achieve occupational well-being and safety during changes
in the campany's operating environment, active advance
operations are increasingly impoertant, as well as the joint
reform of operating procedures in which well-being at work
means the experience of success at work, meaningful work
and the achievement of safety.

Research and Development

M-real's research and development organisation was reformed
in 2007. The development of the business areas was supported
by establishing business area specific development groups. At
the same time, technolegy centres in Sweden and Germany
were closed. Research activities and joint resources in key
technological areas were concentrated at the Kirkniemi
technology centre.

M-real's research and development costs were 16 million
euros in 2007, approximately 0.4 per cent of sales.

The focus of M-real’s research and development focused
on customer projects addressing colour management and
efficiency in magazine paper production. In addition, at Kyro
mill the investments in 2007 improved quality of M-real's
paperboards. As part of the Galerie Customer Programme,
a new coated newspaper grade, Galerie Silk, was developed.
Avanta paperboards were alsc upgraded by improving print-
ing quality and by reducing basis weight.

Occupational Safety and Well-being 2005-2007 2007+** 2004 2005
Sickness absenteeism, % 4.6 4.2 4.4
Work injury absenteeism, % 0.3 0.2 02
Lost time accident frequency rate

[per million worked hours) 17.3 18.6 15.5
Lost day freguency rate

[per miltion worked hours) 288 263 245
Reported near misses [per 100 employees) 29.9 23.4* 20.5*

*) Production units only.
**] Map Merchant Group Ltd. statistics not icluded in 2007 figures.
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operating environment

The paper and paperboard industry is divided into the
printing and writing paper sector, which includes fine
paper, magazine paper and newsprint, and the packaging
sector, which includes cartonboard and corrugated board
materials.

In Eurcpe, the paper and paperboard industry is
fragmented. Consclidation is considered to improve the
market dynamics and is thus expected to continue especially
in the printing and writing paper sector. Today, companies
are operating in many different paper grades but still even
the biggest companies are rather small in the specific
grades. Future consolidation is expected to result in more
focused paper companies with bigger market shares. This
type of development is expected to improve the Eurcpean
paper market dynamics and increase supply discipline as
well as pricing power.

Demand growth for paper and paperboard is primarily
driven by expansion of the economy, demagraphic trends and
improving standards of living in new market areas in Asia
and Eastern Eurcpe and urbanisation. Main demand growth
areas today are Asia and Eastern Europe. Paper demand
growth in Western Europe is in general likely to continue
at the GDP growth rate or somewhat below that. The profit
cycles of the industry mainly reflect the balance between
supply and demand for individual preducts.

Today, in Europe, there is a surplus of various paper
grades. This has been caused by a period of industry-wide

investment in new production capacity and a growth in
demand which was less than forecast. This, in turn, has
led to a decrease in product prices. As & res ult, financial
performance in the industry deteriorated during this period
of significant oversupply. The European paper industry
has recently started to address the overcapacity issue by
significant capacity reduction. During 2006 znd 2007, about
6-11 per cent of European producticn capacity, depending
on the paper grade, has been clesed and some additional
closures have already been announced for 2008.

For European producers, the challenging trading
environment has been exacerbated by the significant
weakening of the USD against the euro, which has negatively
affected the comgpetitiveness of the European paper and
paperboard producers. Europe is a net experter of paper
and paperboard and the weak USD has caused pressures
on export volume profitability. European exports have
decreased from the peak levels that has sornawhat offset
the effect of production capacity closures on the European
market balance.

Inaddition, paper and paperboard producers have been
negatively affected by the impact of increased energy, raw
material and transportation costs. Recently, especially the
significantly increased woed raw material prices in Europe
have created challenges. Wood prices havs increased
mmainly due to the mild winter weather conditions in the
Nordic countries as well as in Russia preventing efficient




harvesting, an increased use of wood as biefuel in Central
Europe and the planned export tariffs on roundwood from

Russia that have partially been implemented.

In general, paper product prices appear to have
stabilised, although there have been variations among the
different grades. The prices of same grades, for example
uncoated fine paper, have increased clearly as a resuli of
a favourable market balance. The market balance also in
other grades has improved due to capacity closures and

price increases are pursued.

Production capacity in Europe

Million tonnes / year Europe M-real M-real's share, %
Folding boxboard 2.7 08 30
Coated magazine paper M 5.3 12
Coated fine paper 1 1.5 14
Unccated fine paper 1 1.3 13

Saurce: M-real, Poyry

M-real’s paperboard and paper
sales by markset area

B Western Europe 3%
3 Eastern Europe 16%
C Americas 10%

Asia and Oceania 9%
O Africa 2%
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risk management

Risk management is an integral part of the normal business
planning and management at M-real. It is also part of daily
decision-making, following up business operaticns and the
internat control system. These aim to improve and ensure
that the set objectives are achieved.

Combining business management and risk management
effectively is in line with the operational principles established
by the M-real Board of Directors. The principles aim to keep
the risk management well-defined, understandable and
practical.

The main goal of the risk management is to identify and
evaluate the risks, threats and opportunities which might
have significance in imptementing the strategy as well as
achieving short- and long-term business objectives.

The risk environment and its changes are regularly assessed
and monitored by the business areas as part of the planning
processes. The identified risks and their management are
reported at least twice a year to the company’s management,
the Audit Committee and the Board of Directors. There are
also business risks involving opportunities which are within
the risk tolerance. Conscious risk-taking decisions must
always be based on, for example, a sufficient assessment
of risk tolerance and the profit and loss ratio.

The risk management responsibilities

The responsibilities related to the risk management in the
company are divided as follows:

O M-real Board of Directors is respansible for the company’s
risk management and approves the company's risk management
policy.

O The Audit Committee assesses the adequacy, appropriate-
ness and central risk areas of the company's risk management
and puts forward proposals to the Board of Directors.

O The CEO and the Management Team are responsible for
the definiticn and adopticn of the risk management principles
and for ensuring that the risks are taken intc account and
reported in the company’s planning processes in an appropriate
and adequate manner.

O The Risk Management Committee, chaired by the CFQ,
evaluates the risk assessments implemented and regularly
reports an the final results and the development of risk
management to the company’s Management Team, Audit
Committee and Board of Directors.

O The head of Risk Management is responsible for developing
the company’s risk management process, cocrdinating the
work and implementing risk assessments and for the central
insurance solutions,

O The business areas and the support functions identify and
assess the essential risks for their own areas of responsibility
in their own planning processes, prepare for the risks and take
the necessary preventive actions and report as agreed.

Basic elements of M-real’s
risk management

ENTERPRISE RISK MANAGEMENT (ERM)

Business risks

and their

Insurable risks, Internal and
insurance external

assessment [ERM) policies auditing

Corporate Crisis
security management,
continuity

KEY OBJECTIVES / STRATEGY / CORPORATE GOVERNANCE / INTERNAL MONITORING




M-real’s risk management process

The aim of the risk management is to:

O promote and ensure achievement of key abjectives set
for business operaticns

O ensure a safe and trouble-free continuity of business
operations in all conditions

O optimise the company’s total risk exposure.

The central elements of M-real’s risk management include:
O implementing a comprehensive enterprise risk management
process to suppert business operaticns

O hedging property and ensuring the continuity of business
operations

O corporate security and its continucus development

I crisis management, continuity and recovery plans.

According to risk management policy and principles, risk
assessment and reporting must be included in both preliminary
and implementation precesses if the preject is financially or
otherwise significant.

The purpose and aim of M-real's risk management
is 10:

O ensure that all identified risks affecting the
personnel, custemers, products, property, infermation
capital, public image, corporate responsibility
and the company's capacity to act are always
managed as required by legislation and otherwise
as |ustifred taking into account the best knowledge
and financial matters

O promote and ensure the achievement of the
objectives set for the company

[ fulfil the expectations of the stakeholder
groups

O hedge property and ensure the trouble-free
continuity of business operaticns

O aptimise the ratio of profit and loss potential
O ensure the management of the company's total
risk exposure and minimisation of the total risk.
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SIGNIFICANT RISKS AND UNCERTAINTY FACTORS
Intherisk assessments implemented in 2007 the fellowing
risks and uncertainty factors were identified. if they are
realised, they may affect M-real’s financial performance
and capacity to act:

Economic fluctuations

In the main market areas, paper and board demand follows
the general economic development. In a downward economic
trend, the paper and board demand growth usually slows
down or the demand declines. The European paper and
board industry is generally speaking global while in many
grades significant amounts are exported, thus economic
conditicns also cutside Europe are in major role.

Changes in consumer habits

Inthe future, changes in the new electronic communications
technology, marketing channels and other consumer
habits may change the demand for M-real’s paperboard
and paper products.

Competitive environment

The paper and paperboard business are highly competitive
and there still seems to be overcapacity in some of the
areas M-rezl operates thus keeping price levels depressed.
Price levels of different paper and board products depend
heavily on the balance between demand and supply,
Continuance of market conditions unfavourable to M-real
or their weakening further, e.g. due to capacity increases
by some competitars, may increase the risk of decreasing
prices and thus affect profitability. On the other hand,
potential capacity closures by industry players could even
significantly improve market dynamics. The situation of
fierce competition requires sufficient preparatory measures
from M-real in the various areas of its operations.

Price risks of production input costs

A radicat and unforeseen rise in the price of production
inputs important for M-real’s operations, such as wood raw
material, energy or chemicals, may reduce profitability and
thus the realisation of the savings objectives set. M-real
atternpts Lo hedge against this risk by entering into various
derivative contracts for different time periocs.

Liability risks

M-real’s business operations involve various types of
liability risks, such as general cperational Liability risks,
environmentat risks, preduct liability risks, etc. Attempts
are made to manage these risks by imgroving business
processes, practices, quality requirements and the
transparency of operations. Part of the above-mentioned
risks have been transferred to insurance companies by
means of insurance contracts.

Business interruption risks

Major accidents, natural catastrophes, serious nalfunctions
in critical information systems, labour disputes and delivery
preblems of the most important raw material suppliers, for
exampte, may interrupt M-reat’s business cperations and,
inextreme cases, cause lass of customers. Comprehensive
continuity and recovery plans have been drawn up in the
business areas for reducing these risks. In addition, some
of the mill operation interruption risks have selectively
been transferred to insurance companies.

Credit and other counterparty risks

The management of the credit risks involved in commercial
activities is the responsibility of M-reat’s business areas
and centratised credit control. The credit con:rol together
with business areas define the internal credit limits and
terms of payment for different customers. Part of the credit
risks are transferred further to credit insurance companies
by means of credit insurance contracts.




The main principles for the company’s credit control
are defined in the credit policy approved by the company’s
management. Counterparty-specific, approved maximum
amounts are also applied to money market investments,
derivatives and berrowings in erder to ensure creditworthiness
and to reduce risk concentrations,

Personnel

M-real has paid special attention te ensuring the avaitability
of personnel by means of various development programmes
and special measures. M-real attempts to prepare for a
generational shift and other risks related to the availaoility of
personnel by means of career planning and job rotation.

Political uncertainty factors and project risks

Political uncertainty has primarily arisen from the Uruguay
pulp mill project of M-real’s associated company Metsa-
Botnia on the border of Uruguay and Argentina. Allimpartial
environmental investigations back the favourable views
presented earlier about the environmental safety of the
projectl. The dispute has not had any significant effect
on the progress of the mill project. The mill started up
successfully in November 2007

Financial risks

The main financial risks involved in business aperations
relate mainly to currencies, interest rates, liquid:ty and
ceunterparty risks and the use of derivative instruments.
The financial risks are managed in accordance with the
treasury policy approved by M-real’s Board of Directors.
The aim is to hedge against significant financial risks,
balance the cash flow and give the business units time to
adjust their operations to changing conditions.

Preparing for and transferring risks

Identified risks are prepared for based on information and
knowledge of the company itself, its partners or external
experts have at their disposal.

M-real cooperates actively with insurance companies
retated to risk management, for example, by regularly
executing risk evaluations on different business areas.
Part of the risks are borne by the company itsetf and parti of
them are selectively transferred by means of, ior example,
insurance contracts, derivative contracts and terms and
conditions otherwise included in contracts, to be borne by
insurance companies, banks and other counterparties.

The transfer of risks by means of insurance contracts is
primarily covered by global insurance policies addressing
the most common loss risks, including:

- Property and business interruption insurance

- General third-party and product liability insurance
- Liability insurance for Directors and Officers

- Creditinsurance

- Marine cargo insurance.

Two property and interruption damages, exceeding the
deductible, occurred during 2007.

No other significant losses or damages were reported
during the year.

(]
~O

risk management




“In the future M-real will have an
even stronger packaging - -
business area and its paper business "

will be more focused.”

Mikko Helander, CEO
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report of the board of directors 2007

Market conditions in 2007

Economic growth in Western Europe was at
about the same level in 2007 as in the previous
year. Economic growth in Asia continued very
strong, but economic growth in North America
slowed. Production-related costs in the paper
and board industry increased clearly. The largest
increases were felt in the costs of wood raw
materizl. In the foereign exchange market, the
average exchange rate of the U.S. dollar against
the euro weakened clearly. The ameount of money
spent on printed advertising in Europe, which is
one of the main indicaters for the development
of paper consumpticn, increased faster than the
general rate ef economic growth.

Western European manufacturers’ deliveries
of coated fine paper and coated magazine paper
increased slightly in 2007. However, deliveries
by manufacturers of uncoated fine paper fell
compared with 2006. Deliveries of all these paper
grades to Eastern Europe increased clearly in
2007. The overcapacity that has characterised
the Eurcpean paper market for a long time eased
somewhat as a result of closures of capacity by
European manufacturers. On the other hand,
due to the weak U.S. dollar, many European
paper manufacturers transferred their export
deliveries back to Europe, which weakened
the impact of the closures cf capacity on the
internal Eurgpean market balance. The market
price of uncoated fine paper increased clearly in
2007. There were no significant changes in the
average market prices of coated fine paper but
the average market price of coated magazine
paper in Europe decreased.

Sales, EUR million
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Deliveries of folding boxboard by Western
European manufacturers te Europe increased in
2007 compared with the previous year. Average
prices of felding boxboard remained unchanged
for the maost part.

If the uncertainty in the US economy continues
for a longer pericd, it could spread worldwide
and affect the operational preconditions of the
paper and paperbeard industry.

Regrouping in reporting

According to IFRS standards Map Merchant Group
has been treated as discontinued operations. In
the income statement Map has been shown on
the line Result frem discontinued operations.
Comparable figures from continuing operations
have been announced in the release of 17 December

2007.

Result for the period

M-real’s sales in 2007 totalled EUR 4,440 million
(2006: 4,604 and 2005: 4,239). Cemparable sales
decreased by 0.5 per cent. The operating result
excluding non-recurring items was EUR 49
millien [2006: 18 and 2005: -18). The operating
result including nen-recurring items was EUR
-120 million {2004: -229 and 2005: 18]. The result
before taxes from continuing operaticns excluding
non-recurring items amounted to EUR -104
million [2006: -104 and 2005: -144]. The result
before taxes from continuing operations including
non-recurring items was EUR -273 mitlion (2006:
-351 and 2005: -114].

Qperating profit, %

Result from continuing operations

The operating result was EUR -120 million
(2006: -229 and 2005: 18). The net nan-recurring
items in the 2007 operaling result totalled EUR
-169 million [2006: -247 and 2005: 34) and the
maost significant items are:

- Net impairment loss of EUR 182 million during
the fourth quarter. The sum consists of an
impairment loss of EUR 185 million from the
goodwill of the Office Papers business area, and
a EUR 3 million reversal of an impairment loss
fram the fixed assets of the Kyro paper mill in
the Consumer Packaging business area in the
fourth quarter

- Capital gain of EUR 135 millien ¢n the sale of
Metsa-Betnia's shares in the first quarter

- Cost provision and write-downs of fixed assets
of EUR 49 million in the Graphic Papers business
area connected to the profit impravement
programme announced on 13 Nevember 2007
in the fourth quarter

- EUR 30 million cost provision in the Otfice Papers
business area for the completion cf the closure
of the Wifista mill in the first quarter

- Impairment loss of EUR 16 million due to the
valuation of assets held for sale at the expected
selling price in compliance with IFRS 5 in the
first guarter

- EUR 14 million cost provision in the Graphic
Papers business area for the comptetion of the
closure of the Sittingbourne mill during the first
guarter and the reduction of this cost reserve by
EUR 7 million in the third quarter

Earnings per share, EUR

before tax, EUR million
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- EUR 13 million reduction in cost provision for
the closure of the Wifsta mill in Office Paper’s
business area in the fourth quarter

- Cost provisions and write-downs of fixed assets
of EUR 12 million in the Consumer Packaging
business area connected to the profit improvement
programme announced on 13 Nevember 2007 in
the fourth quarter

- Cost provisions and write-down of fixed assets of
EUR 11 million connected to the profitimprovernent
programre for domestic operations in the
sacond quarter

- Cost provision of EUR 8 million in the Office
Papers business area connected to the profit
improvement programme announced on 13
November 2007 in the fourth quarter.

In addition to the items recognised in the operating
profit, in the fourth quarter an estimated pretax
capitat gain of EUR 77 million was recognised in
the resutt from discontinued operations related
to the sale of Map Merchant Group. The exact
sales price will be defined later. Depending
on the finat adjustment calculation the sales
price may be lowered, at maximum, by EUR 30
million. Lowering of the sales price, if realised,
would have a negative effect on the result for the
discontinued operations in 2008. Finalising the
transaction will, however, have a positive effect
on M-real’s cash flow in 2008,

In 20054, the net non-recurring items stood at
EUR -247 million. Non-recurring income was
EUR 3 million and non-recurring costs were EUR
250 million. The most significant non-recurring
costs were:

- Impairment lass of EUR 113 million in the
fourth quarter

- Write-down of fixed assets and cost provision of
EUR 40 million for the closing of the Sittingbourne
mill in the fourth quarter.

- Write-down of EUR 15 million on the Wifsta
mill's fixed assets in the fourth quarter

- Loss of EUR 37 million from the disposal of
the Pont Sainte Maxence mitl, of which EUR 35
million was booked in the second gquarter and
EUR 2 millian in the third quarter

- EUR 24 million for reduction in personnel at
the Stockstadt, Hallein and Alizay mills, of which
EUR 19 miltion was booked in the secand quarier
znd EUR 5 million in the fourth quarter.

Compared with the previous year, the cperating
result excluding non-recurring items was improved
by cost saving measures and the 9 per cent
increase in the price of uncoated fine paper. In
addition, the Consumer Packaging business area
clearly improved its profitability mainly due to
higher delivery volumes.

Operating profit was reduced by the weaker
U.S. dollar, which was 9 per cent lower on average,
the sharply increased price of pulpwood and the
lower average selling price of coated magazine
paper.

The volume of paper deliveries in 2007 totalled
3,949,000 tonnes (2006: 4,192,000 and 2005:
4,046,000). Production was curtailed by 201,000
tennes in line with demand (2006: 238,000 and
2005; 199,000). Paperboard deliveries amounted
to 1,203,000 tonnes [2006: 1,141,000 and 2005:
1,006,000) and production curtailments to 44,000
tennes (2004: 640,000 and 2005: 44,0001,

Financing income and expenses totalled
EUR -150 million [-122). Foreign exchange gains
and losses from accounts receivable, accounts
payable, financial income and expenses and the
valuation of currency hedging were EUR -3 million
[-1). Net interest and other financing expenses
steod at EUR -147 million [-121). Other financing
expenses include EUR & million |6) in gains from
the unwinding of inlerest rate hedging and gains
from the valuation of interest rate hedging.

The result from continuing operations before
taxes was EUR -273 million [2006: -351 and 2005:
-114). The result from continuing operations hefore
laxes, excluding non-recurring items, otalled
EUR -104 million [2004: -104 and 2005: -144).
The positive effect of income taxes, including
the change in deferred tax liabilities, was EUR
23 million (11}

Earnings per share were EUR -0.5% (2006:
-1.21 and 2005: -0.25). Excluding non-recurring
items, earnings per share from continuing
operations were EUR -0.32 (2006: -0.29 and
2005: -0.35). Return on equity was -14.0 per

cent (2006: -14.8 and 2005: -4.2], and -5.9 per 35

cent {2006: -5.3 and 2005: -5.7} excluding nen-
recurring items. The return on capital employed
was -2.6 per cent {2006: -4.7 and 2005: 0.9], and
1.4 per cent (2006: 0.9 and 2005: 0.2] excluding
non-recurring items.

Personnel

On 31 December 2007 the company had 9,508
employees (31 December 2006: 14,125 and
31 December 2005: 15,154), of which 3,390
{2006: 4,220 and 2005: 4,488} worked in Finland.
Divestments accounted for a reduction of 3,364
employees, of which Map Merchant accounted
for 2,400 employees. In 2007, the personnel
figures include 30 per cent of Metsé-Botnia's
personnel and 2006, 39 per cent. Salaries and
wages total were in 2007 EUR 471 million [2006:
524 and 2005: 484].

Investment

Gross capital expenditure in 2007 totalled EUR 259
million (2006: 428 and 2005: 452). This includes a
EUR 122 mitlion share of Mets3-Botnia's capital
expenditure [222], based on M-real’s ownership,
which in 2007 amounted to 30 per cent and in
2006 to 3% per cent.

Metsi-Botaiz's pulp mill in Uruguay started
up successfully in November 2007. The millis
one of the wortd's most cost-efficient chemical
pulp mills and M-real will gain self-sufficiency
in pulp.

Structural change

As part of the restructuring programme that
was concluded in November, M-real sold assets
worth about EUR 700 million, and the EUR 500
miltion target set in the programme was clearly
exceeded.

In fanuary 2007, M-real sold nine per cent of
Metsid-Botnia's shares io Metsiliitto Cooperative
for EUR 240 million, posting a gain of EUR 135
million. The Board approved the transaction on
the basis of a proposal by a committee which
consisted solely of Board mernbers independent
of the parent company Metsaliitto. Concurrently
the Board rejected UPM-Kymmene Plc's EUR 500
million offer for 15 per cent of Metsd-Botnia's




36 shares. The Board's decision was supported by

a fairness opinion from JPMorgan investment
bank, pursuant to which the price received by
M-real is financially fair to the shareholders of
M-real. The Sittingbourne fine paper millin the
UK was closed at the end of January and fine
paper machines & and 7 in Gohrsmihle were
shut down at the end of February. The Wifsta fine
paper mill in Sweden was closed down in July. A
total of about one-third of the production of the
closed down machines has been transferred to
M-real’s other machines. EUR 76 millicn relating
to these closures was recognised as an expense
in the 2004 financia! statements, and a net cost
provision of EUR 20 million was booked in 2007 to
complete the closures. The impact of the closures
on cash flow is about EUR -55 million, of which
EUR -40 million is realised in 2008-2015. The
cash flow effect of the sale of the New Thames
mill announced on 1 February, 2008 has not been
taken into account, and that will decrease the
future cash costs resutting from the closure of
the Sittingbourne mill by about EUR 35 million.

The statutory negotiations related to the
restructuring programme for operations in
Finland were completed during the summer. The
programme’s overallimpact cn staff is approximately
600 person work years. The actions decided on
and already implemented will achieve annual
cost improvements of about EUR 40 million in
the Finnish operations with full effect from the
beginning of 2009. Non-recurring costs of about
EUR 11 million resulting fram the programme were
recognised during the second quarter. The sum
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includes a write-down of about EUR 2 million on
the fixed assets. Tako board mill's board machine
line 2, with an annual capacity of 70,000 tonnes,
was closed in July, Most of the production has been
transferred to other machines in the Consumer
Packaging business area,

At the turn of May and June, respectively,
M-real sold Tako Carton Plant Ltd to the Finnish
Pyroll Oy and M-real Pettfi Nyomdz Kit to the
German 5TI Group, and in December M-real
Meulemans S.A.'s carton plant to the French
Autajon Greup. The transactions have a slight
negative impact on operating profit excluding
nen-recurring items during the current year. As
a result of these divestments, annual net sales
decreased by about EUR 80 million, and the
number of personnel fell by about 820.

In July, M-real agreed on the sale of paper
merchant Map Merchant Holdings BV and its
subsidiaries to the French Antalis International
SAS. Approval from the competition authorities
was obtained in October, and the transaction was
closed on 31 October 2007, The total value of the
transaction including debt and pension liabilities
is EUR 382 million.

In July, M-real exercised its contractual
purchase option and bought the Kyréskoski
gas combi power plant and the land on which
the Kyréskoski mills are located for about EUR
13 million.

In October, M-real announced agreement on the
sale of its Zanders Reflex fine paper mill located in
Diiren, Germany, to the French Arjowigging Group.
M-real will book a loss of approximately EUR 20

Repayment of long term
loan, EUR million
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million from the transaction. Thz transaction
will not have any material impact on M-real’s
operating profit excluding non-recurring items.
The transaction is expected to be completed
during the first half of 2008 and it is subject te
approval by the competition autherities.

0n 13 November 2007, M-real announced the
launch of a new profit improvement and business
concept simplification programme. The new
programme includes planned clysures of the
BCTMP mill at Lielahti and paper machine 2 at
Kangas manufacturing coated magazine paper,
the combination of the Publishing znd Consumer
Printing business areas into the new Graphic
Papers business area, and the streamlining
cf the coated magazine paper operations and
the sales and marketing organisation. As part
of the programme, M-real announced it is
also prepared to take other measures, such as
capacity cuts, if they are required by changes in
the business environment. The aggregate annual
profit improvement target of the programme is
EUR 100 million by the end of 2007

Research and development

M-real's research and development organisaticn
was restructured in 2007. The development ¢of the
business areas was supported by establishing
business area specific development groups. At
the same time, the technology centres in Sweden
and Germany were closed. Research activities
and joint resources in key technological areas
were concentrated at the Kirknierni technology
centre.
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M-real’s research and development expenses
were EUR 16 million in 2007, approximately 0.4
per cent of sales (2006: 21 and 0.5%, 2005: 24
and 0.6%.

The focus of M-real’s research and development
focused on customer projects addressing colour
management and efficiency in magazine paper
production. In additien, at Kyro mill the investments
in 2007 improved quality of M-real’s boards. As part
of the Galerie Custemer Program, a new coated
newspaper grade, Galerie Silk, was developed.
Also Avanta boards were upgraded by improving
printing guatity and by reducing basis weight.

Environment
M-real’s environmental operations are based
on the principle of cantinual improvement and
the minimisation of detrimental environmental
impacts. A certified IS0 9001 Quality System and
ISD 14001 Envircnmental System are in use in
all production units.

tn 2007, carbon digxide emissions resulting
from the use of fessil fuels increased by about
one per cent compared with the previous year,
while at the same time the producticn volume
decreased by about five per cent. The increase
in carbon dioxide emissions while preduction
fell was a result of changes in the company's
preduction structure and calculation limits.
The Kyrdskoski gas combi power plant and its
emissions moved within the calculation limit,
while the Pont Sainte Maxence, Sittingbourne
and Wifsta mills, which operate on purchased
glectricity and heat and are nearly emission-
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free in the carbon dicxide balance sheet, were
removed from M-real’s balance sheet, and the
company's share of the Metsa-Botnia puip industry
operations, which emit a small amount of carbon
dioxide, dectined, The changes in the productian
structure and calculation limit increased carbon
dioxide emissions calculated per production tonne
by eight per cent but the company’s comparable
carbon dioxide emissions per production tonne
decreased by three per cent.

M-real takes the challenges caused by climate
change into account in its energy solutiens and is
continually reducing its carbon dioxide emissions,
Measures te reduce emissians include investments
in new, energy-efficient technology, maximisation
of combined heat and pewer [CHP) production and
plans to reduce the carbon dioxide emissions of
the power plants of certain units by using energy
preduction based on waste or bigfuels.

M-real strives to utilise wood-based fuels
optimally and to increase the atready high share
of bioenergy in its energy use, In the year under
review, biofuels accounted for 60 per cent of the
fuet used by the company. In additian, a significant
part of purchased electricity originated from
carbon-dioxide-free energy sources.

To improve energy efficiency further, M-real
launched an extensive energy-efiiciency project
at the beginning of 2004, which has brought
significant savings. The improvement of energy
efficiency will be continued systematically
from 2008 onwards.

In 2007, M-real produced carbon footprint
catculations for many of its praducts, which

Gross capital expenditure,

describe their carban dioxide emissions and can
be used to examine the effects of products on
climate change. Al the present time, there is no
common standard in the forest industry for the
calculation of carbon footprints. M-real’s carben
footprint calculations follow the Carbon Footprint
Framework on the calculation of carbon feotprints
in the paper and board industry published by CEFI
in September 2007,

M-real’s miils participate in EU-wide emissions
trading which started at the beginning of 2005.
The direct financial effects on M-real have been
slight as the company has received free emission
rights that corresponded to its need. The emissions
trading indirectly has increased M-real’s costs
significantly by raising the price level of market
electricity and wood fuels.

As of 2008, the amount of emission rights
distributed free of charge will be reduced
significantly, which, together with the forecast
increase in the price of electricity, will raise
M-real’s energy costs. To dampen this increase in
costs M-real will continue to improve its energy
efficiency, resulting in a decrease in carbon
dioxide emissicns.

It has been possible to reduce M-real’s old
environmental cbligations through the reha-
bilitations of contaminated land carried out in
recent years, At the present time, significant
known environmental obligations concern only
three landfill sites decommissioned by M-real.
Provisions made for meeting environmental
obligations stood at about EUR 5 millien at the
end of the year.

M-real’s environmental expenses in 2007 stood
at EUR 65 million [65}. No major environmental
investments were made.

M-real publishes more information on its
corporate responsibility at its website www.
m-real.com.

Woad supply

M-real’s parent company Metsaliitto Cooperative is
responsible for M-reat’s wood supply. Metséliitto and
M-real are committed to responsible procurement
of wood raw material and woed fibres. The majority
of wood raw material is procured from Finland,
from Metsdliitto’s forest-owner members’ private
forests. In addition, Metsiliitto procures wood
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raw material from Sweden, Russia, France,
Austria, Germany, Latvia, Uruguay. Estonia and
Lithuania.

Metsiliitto’s certified quality and environmental
systems for wood procurement include a system
to manage the origin of wood, which means the
origin of supplied wood is known regardless of
whether it comes from certified forests or not.

M-real endorses forest certification confirmed
by independent parties. M-real’s objective is to
increase the share of certified wood in its products
and o launch products with forest certification
labels. In 2007, 62 per cent of the wood raw
material originated from certified forests.

By the end of 2007, Metsaliitto had a certified
Chain-of-Custody in almost all countries from
which it procures wood. All M-real mills have
certified Chain-of-Custody systems, which enable
the mills to verify the proportion of certified wood
of their products.

Financing

At the end of 2007, the equity ratio steod at 32.1
per cent (30.9 on 31 December 2006 and 36.6 on
31 December 2005), and gearing at 112 per cent
[2006: 124 and 2005: 95]. In some of M-real's
financing arrangements, a limit of 120 per cent
has been set for gearing and a limit of 30 per cent
far the equity ratio. At the end of the year, gearing
calculated in the manner defined in the financing
agreemenis was approximately 95 per cent (111}
and the equity ratio about 34 per cent [34).

Interesi-bearing net debt stood at EUR 1,847
million at the end of the year (2,403). Foreign-
currency-denominated loans accounted for 11
per cent of long-term loans. Of these, 88 per
cent were variable rate loans, and the rest were
fixed-rate loans. At the end of 2007, the average
interest rate on loans was 7.4 per cent and the
average maturity of long-term loans was 3.4
years. At the end of the year, the interest rate
maturity of the loans was 5.8 months. During
the year, the interest rate maturity has varied
hetween five and eight months.

Cash flows from operating activities amounted
te EUR 325 miltion (367). Working capital decreased
by EUR 42 miltion [EUR 57 million).

At the end of the year under review, an
average of five months of net {oreign exchange

exposure was hedged. The level of hedging has
varied between five and seven months during the
period. Approximately 99 per cent of non-euro-
denominated equity was hedged at the end of the
period under review.

Liquidity is at a good level. At the end of the
period under review, liguidity was EUR 1,234
million, of which EUR 856 million consisted of
binding long-term credit commitments and EUR
380 million of liquid assets and investments. To
meet its short-term financing needs, the company
also had at its disposal non-binding domestic
and foreign commercial paper pragrammes
and credit facilities amounting te about EUR
575 million.

In March, Moody's Investors Service downgraded
M-real’s credit rating from B2 to B3. Moody's
revised M-real’s rating outlook to stable from
negative. Standard & Poor’s downgraded M-real’s
credit rating from B+ to B, and maintained the
negative rating outlook.

In October, Standard & Poor's downgraded
M-real’s credit rating from B to B-. M-real’s rating
outlook revised from negative to stable.

Risks

In the risk assessments implemented in 2007
the following risks and uncertainty faciors were
identified which, if they are realised, may affect
M-real’s financial performance and capacity to
act. These risks are:

- economic fluctuations

- changes in consumer habits

- competitive environment

- price risks of praduction input costs

- Liabitity risks

- business interruption risks

- credit and other counterparty risks

- perscnnel

- political uncertainty factors and project risks
- financial risks.

M-real Board of Directars view ¢n the risks
towards cornpany’s operation and its eperational
environment is described in detail in the section
risk management of this annual report on pages
26-29.

Shares

In 2007, the highest price of M-real’s B share on
the OMX Nordic Stock Exchange Helsinki was
EUR 5.94, the lowest price was EUR 2.96, and the
average price was EUR 4.54. At the end of the
year, the price of the B share was ELR 3.25. The
average price in 2006 was EUR 4.41. The closing
price for 2006 was EUR 4.79.

During the year under review, the irading
volume of the B share was EUR 2,349 million,
or 173 per cent of the share capital. The market
value of the A and B shares totalled EUR 1,070
million at the end of the year. At the 2nd of 2007,
Metsaliitte Cooperative owned 38.4 per cent of the
shares, and the voting righis conferred by these
shares was 60.5 per cent. Foreign shareholders
owned about 41 per cent of the shares.

On 13 March 2007, the Annual General Meeting
authorised the Board of Directors, for an undefined
term, to decide on one or more eguity issues
and/or one or more issues of convertible bonds,
pursuant to chapter 10 of the Limited Liability
Companies Act, in such a way that in the equity
issue orissue of convertible bonds, a maximum of
58,365,212 new M-real Corparation E shares with
a nominal value of EUR 1.70 can be subscribed
fer and the company’s share capital can be
increased by a maximum of EUR 99 220,840.40.
The authorisation includes the right to deviate from
the shareholders’ pre-emptive right to subscribe
for new shares andfor convertible honds and to
decide on subscription prices and other terms
and conditions. It is possible ta deviate from the
shareholders’ pre-emptive subscription rights
providing that there is a signiticant financial reason
for the company to do so, such as strengthening
the company’s balance sheet, enabling business
restructuring or developing the company's
operations in another way.

Information, key figures and the r calculaticn
formulas specified in paragraph 5 of the Ministry of
Finance Decree on ihe regular duty of disclosure
of anissuer (153/2007) are presented in the section
Shares and shareholders on pages 84-90.

Consideration of the result for the financial
year and dividend

The distributable funds of the parent company as
at 31 December 2007 were EUR 251,100.872,07




of which the result for the financial year is EUR
-49.279.052,47.

The Board of Directors has inits meeting on
& February 2008 decided to propose to the Annual
General Meeting, to be held on 13 March 2008,
that a dividend of EUR 0.06 per share, EUR 19.7
millicn total be paid for the financial year 2007.
The dividend will be paid te shareholders who on
the record date, 18 March 2008, have been entered
in the company's Shareholders Register kept by
the Finnish Central Securities Depository Ltd.
The Board of Directors propases to the Annual
General Meeting that the dividend be paid cn 27
March 2008. For 2006, paid divided per share was
EUR 0.04, in total EUR 19.7 miltion.

Board of Directors and Auditors

The Annual General Meeting on 13 March 2007
elected the following persens to M-real’s Board
of Directors: Mr Heikki Asunmaa, Counsellor of
Forest Economy; Mr Kim Gran, President of Nokian
Tyres plc; Mr Kari Jordan, President and CEO of
Metsiliitto Group; Mr Erkki Karmila, LL.M.; Mr
Runar Liliandt, Counsellor of Agriculture; Mr
Juha Niemels, Honarary Counsellor; Mr Antti
Tanskanen, Minister; and Mr Arima Uusitalo,
Counsellor of Agricultura. The term of office of
Board members continues until the end of the
next Annual General Mesting. At its organising
meeting, the Board of Directors elected Mr Kari
Jordan as Chairman and Mr Arimo Uusitale as
Vice Chairman.

Mr Géran Lindell, APA, and Pricewater-
houseCaoopers Qy, a firm of authorised public
accountants, were elected as M-real’s auditors, with
Mr fohan Kronberg, APA, as principal auditor and
Mr Jouko Malinen, APA, and Mr Markku Marjomaa,
APA, as deputy auditors. The term of office of
auditors and deputy auditors continues until the
end of the next Annual General Meeting.

Events after the review period

On & February 2008 M-real announced an additional
divestment target of about EUR 200, which will be
pursued during the next 12 months. The target
includes the sale of the New Thames office paper
mill to DS Smith Ple. announced in the beginning
of February 2008. The debt-free sales price was
GBP 60 million [about EUR B0 million). Taking the

uncovered pension liabilities of M-reat’s UK mill
oparaticns into consideraticn, it is estimated that
the transaction will have a positive impact of about
EUR 60 million on the cash flow, of which about
EUR 40 mitlion will arise when the transaction
is completed and about EUR 20 million in the
following 12 months. In addition, M-real wiil be
freed from about EUR 35 million pension liabilities
and other closure costs previcusly provided for
the period 2008-2015 related to the closure of
the Sittingbourne mill. No significant capital gain
or loss is expected to arise from the transaction.
The impact of the pensicn liabilities and the final
result and cash-flow effect of the transaction will
be clear by the end of the first half of 2008. The
transaction has no significantimpact en M-real’s
operating profit excluding non-recurring items,
The sale will be booked in the result for the first
quarter of 2008, The transaction is subject to
approval by the competition authorities.

Near-term outlook

During the first quarter of 2008, seasonal demand
for M-real's main products is expected to improve
somewhat. At the beginning of the year, average
operating rates are very high. Measures are under
way to increase prices of coated magazine paper
and folding boxboard. Increases in fine paper
prices are also being sought actively.

The market balance will improve due to
the capacity closures already carried out and
additional closures to be implemented in 2008.
There is a great need to boost the product prices
of all paper grades.

M-real’s target is to cover most of the cost
increases by own prafit improvement actions. Costs
will remain high or even continue to increase. The
largest increases are expected in the costs of wood
raw material and energy. In addition to the profit
improvement measures already announced, new
measures will be started to cover the increasing
number of rising cost items.

Russian export duties and the EU’s new
targets for the use of bioenergy will have a crucial
impact on the development of the wood market.
During the \ast quarter, woed supply remained
tight due to the second consecutive unusually
mild winter. Nevertheless, s far it has been
possible to ensure the supply of weod to mills

without significant disruptions. If the situation 39

does nol improve, production stoppages cannot
be avoided and risk for increases in the price of
pulpwood will grow.

M-real’s share of the production of Mets&-
Botnia's pulp mill in Uruguay will be used in
M-real's own fine paper mills in Central Europe.
The first paper production runs using pulp imported
from Uruguay were carried out in January 2008.
The use of pulp from Uruguay instead of externally
purchased pulp willimprove M-real’s profitability
significantly.

The implementation cf the profit improvement
and business concept simplification programme
announced in Novernber 2007, the fourth stage in
M-real’s strategy review, is progressing according
to plan. The strategy review continues.

The operating result excluding non-recurring
items in the first quarter of 2008 is expected to
be better than in the last quarter of 2007 but
to fali short of the operating result in the first
quarter of 2007 due to further increased wood
raw material costs.
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consolidated iIncome statement

[‘_O EUR million Note 1.1.-31.12.2007 1.1.-31.12.2006
Continuing operations
Sales 3 4 440 4 604
Change in stocks of finished goods and work in progress b 46 -19
Other operating income 5 239 12

Materials and services

Purchases during the financial period 6 -2 604 -2576
External services 6 -314 -31?
Employee costs & -686 -763
Depreciation, amortization and impairment charges 3.7 -564 -501
Other operating expenses b -677 -767
Operating profit -120 -229
Share of profit from associated ccmpanies 13 -3 0
Net exchange gains/losses 8 -3 -1
Other financial incame 8 14 22
Other financial expenses 8 -161 -143
Financial income and expenses total 8 -150 -122
Result from continuing operations before tax -273 -351
Inceme taxes ¢ 23 1
Result for the period from continuing operations -250 -340
Result for the period from discontinued operations 4 55 -59
Result for the period =195 -399
Attributable to:

Shareholders of parent company -194 -394

Minority interest -1 -3

-195 -399

Earnings per share for result attributabte to the
shareholders of parent company, euros

From continuing operaticns 10 -0.76 -1.03

From discontinued cperations 017 -0.18

Total -0.5% -1.21

The notes are an integral part of these financial statements.




consolidated balance sheet

EUR million Note 31 Dec. 2007 31 Dec. 2006
ASSETS
Non-current assets
Goodwill 1 172 374
Other intangible assets " 38 62
Tangible assets 11,35 2820 3156
Biological assets 12 A7 52
'nvestments in associated companies 13 b4 &9
Available for sale investments 14, 24 57 57
Interest-bearing receivables 15, 24 ) 17
Deferred tax receivables 16 4 3
Non-current financial receivables 17 14 18
3225 3838
Current assets
Inventories 18 819 676
Interest-hearing receivables 19, 24 62 163
Accounts receivables and other non-interest-bearing receivables 19 824 1135
Current income tax receivables 44 53
Derivative financial instruments 28 40 22
Cash and cash equivalent 20, 24 380 182
1969 2231
Assets ciassified as held for sale 4,24 103
Total assets 5194 6172
SHAREHOLDERS " EQUITY AND LIABILITIES
Equity attributable to shareholders of parent company 21
Share capital 558 558
Share premium account 667 667
Translation differences -1 3
Fair value and other reserves 13 10
Retained earnings 391 605
1618 1843
Minority interest 52 43
Total shareholders” equity 1470 1906
Non-current liabilities
Deferred tax liabilities 16 215 284
Post employment benefit obligations 22 159 199
Provisions 23,35 72 79
Interest-bearing liabilities 24 1883 2182
Other non-interest-bearing liabilities 25,27 38 28
2 347 2772
Current liabilities
Interest-bearing liabilities 24 453 599
Accounts payable and other non-interest-bearing liabitities 26,27 663 814
Current incorme tax liabilities 16 21
Derivative financial instruments 28 25 3o
1157 1464
Liabilities classified as held for sale 4,24 30
Total liabilities 3524 4264
Total shareholders’ equity and liabilities 5194 6172

The notes are an integral part of these financial statements.
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consolidated staternent of changes

In shareholders equity

Equity attributable to shareholders of parent company

Share Share Trans- Fairvalue Retained Total  Minority Total
capital  premium lation and  earnings interast
account diffe- cther

EUR millicn rences reserves
Sharehotders’ equity according to IFRS, 1 Jan 20046 558 667 6 0 1040 221 45 2316
Translation differences -3 -3 -3
Currency flow hedges

recorded in equity 16 16 16

transferred to income statement’s sales 2 2 2
Interest flow hedges

recorded in equity 3 3 3
Commadity hedges

recarded in equity -8 -8 -8
Tax on equity components -3 -3 -2
Net expenses recognised directly in equity -3 10 7 7
toss for the period -394 -394 -3 -39%
Total recognised income and expenses for the period -3 10 -396 -389 -3 -392
Related party transactions
Changes in minority interest during the period

Metsd-Botnia restructuring in Uruguay 22 22
Dividends paid -39 -39 -1 -40
Related party transactions -39 -39 21 -18
Shareholders’ equity according to IFRS, 31 Dec. 2006 558 667 3 10 405 1843 63 1904
Shareholders’ equity according to IFRS, 1 Jan 2007 558 467 3 10 605 1843 63 1906
Translation differences -34 -34 -3 -37
Net investment haedges 78 28 28
Currency flow hedges

recorded in equity 8 8 8

transferred to income statement’s sales -22 -22 -22
Interest flow hedges

recorded in equity 0 0 0

transferred to income statement’s financial items 0 0 0
Commedity bedges

recorded in equity 9 g 9

transferred to income statement’s purchases 9 g g
Tax on equity components -8 -1 -9 -9
Net expenses recegnised directly in equity -4 3 -1 -3 -4
Loss for the period -194 -194 -1 -195
Tetal recognised income and expenses for the pericd -4 3 -194 -205 -4 -209
Related party transactions
Changes in minority

The sale of Mets&-Botnia shares [9%] -1

Metsd-Botnia restructuring in Uruguay 5

Total -6 -6

Dividends paid -20 -20 -1 -21
Related party transactions -20 -20 -7 -27
Shareholders” equity according to IFRS, 31 Dec. 2007 558 667 -1 13 nm 1618 52 1670

The neotes are an integral part of these financial statements.




consolidated cash flow statement

EUR million 2007 2006
Cash flow from operating activities
Profit for the period =195 -399
Adjustrments to the profit, total 479 709
Interest received 14 40
Interest paid -166 -140
Dividends received 1 1
Other financiat items, net -9 -14
Income taxes paid -38 -32
Change in working capital 42 57
Net cash flow from operating activities 127 223
Cash ftow arising from investing activities
Acquisition of subsidiary shares, net of cash 0 -1
Acquisition of shares in associated companies -1 -17
Acquisttion of other shares 0 0
Capital expenditure -258 -410
Proceeds from disposal of subsidiary shares, net of cash 350 3
Proceeds from disposal of shares in associated companies 239 0
Proceeds from disposal of other shares 0 1
Proceeds from sale of fixed assets 33 13
Proceeds from long-term receivables b 11
Increase in long-term receivables 0 0
Net cash flow arising from investing activities 369 -400
Cash flow arising from financing activities
Share issue, minerity interest b 31
Proceeds frem non-current liabilities 36 881
Payrent of non-current liabilities -443 -681
Proceeds from current liabilities, net -30 59
Change in current interest-bearing receivables, net 95 g
Dividends paid -20 -39
Net cash flow arising from financing activities -294 251
Change in cash and cash equivalents 200 74
Cash and Cash Equivalents at beginning of period 182 112
Translation adjustments -2 -2
Changes in Cash and Cash Equivalents 200 74
Assets held for sale, Carton plants 0 -1
Cash and Cash Equivalents at end of period 380 182
Notes to the consolidated cash flow statement
Adjustments to the profit
Taxes -11 -¢
Depreciation, amortization and impairment chargas 567 570
Share of results in associated companies 3 0
Gains and losses on sale of fixed assets -230 1
Finance costs, net 145 137
Provisions -15 N
Other adjustmeants 0 -1
479 709
Change in working capital
inventories -47 44
Current recevables 4 -54
Current nen-interest-bearing Liabilities 85 67
42 57

The notes are an integral part of these financial statements.
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notes to the accounts

4 4 1. Accounting policies

The principal accounting policies to be adopted
in the preparation of the consolidated financial
statements are as follows.

Main operations

M-real Corporaticn is a Finnish public listed
company that is domiciled in Helsinki. M-real
Corporaticn and its subsidiaries comgrise a forest
industry group having manufacturing operations
in seven countries in Europe. Europe is also the
company’'s main market area, but its products are
sold worldwide. M-real's main product areas are
coated and uncoated fine papers, magazine papers
and folding boxboard. The Group’s operations
are organized into three business segmants:
Consumer Packaging, Graphic Papers and Office
Papers. The Group's other operaticns are the head
office along with ancillary functions that support
business cperations.

Accounting policies and measurement bases
M-real Corporation’s consolidated financial
statements have been prepared in accordance with
International Financial Reporting Standards [IFRS).
The Group consolidated financial statements were
authorized for issue by the Board of Directors on
6 February 2008. The financial statements have
been prepared based cn historical costs, except for
biological assets, derivative contracts and certain
other financial assets and liabilities that have been
measured at fair value.

USE OF ESTIMATES IN THE FINANCIAL
STATEMENTS

The preparation of financial statements in accordance
with IFRS calls for the use of estimates and
assumptions. These estimates and assumptions
affect the value of balance sheet items at the
clesing date, the disclosure of contingent assets
and liabilities and the amounts of revenue and
expenses quring the reporting period. The estimates
are based on management’s best assessment at
the balance sheet date, but actual amounts may
differ from the estimates made.

Impairment of non-current assets

The Group tests goodwill and intangible assets
with indefinite useful lives at least once a year for
impairment. Other non-current assets are tested
when there are indications that the value has been
impaired. The vailue in use approach has been
adopted in impairment testing. The estimated
discounted future cash {lows can vary from actual
cash flows due to long useful lives of assets, changes
in estimated prices of product and product costs
and changes in the discount rates. These could
lead to significant impairment charges.

Employee benefits

The Group operates in different countries a mixture of
both defined benelit and defined contribution plans.
Several statistical and other actuarial assumptions
are used in calculating the expense and liability
related to the plans. Among these assumptions there
is the discount rate, expected return on plan assets,
changes in future compensation and withdrawal.
Statistical information may differ materially from
actual results due to changes in economic conditions
and changes in service period of plan participants
amaong others. Changes in actuarial assumgtions
rnay have significant effect an Group’s profit or loss,
but the effect of these changes is recorded for the
employees” remaining average period of service.

Environmental provisions

Group's operations are mainly based on own paper
and pulp production. A remarkable amount of
weed raw material, chernicals, water and energy
is used in processes.

Group's objective is to operate in compliance
with the regutations related to enviranmental issues
and to reduce among others emissions to air and
to water. The Group has recorded provisions for
normal environmental liabilities. Unexpected events
which may happen during production processes
and waste treatment may cause substantial losses
and additional costs.

Income taxes

The Group reviews at the end of each reporting
period whether it is probable that sufficient taxable
profit will be available against which a deductible
temporary differences, deferred tax assets, can
be utilized. The actual outcome may differ from

the factors used in estimates. This can lead to
significant recognition of tax assets as tax expense
in the income statement.

PRINCIPLES OF CONSOLiDATION

Subsidiaries

The consolidated financial statements include the
accounts of the parent company M-r=al Corporation
and all those subsidiaries in which the parent
company controls at the end of the vear, directly or
indirectly, over 50 per cent of the voting rights or it
ctherwise exercises control of the company.

The financial period of all companies ended
cn 31 Decernber 2007. Subsidiarizs acquired or
established during the financial period have been
consolidated frem the date of their acquisition.
Companies inwhich a controlling interest has been
given up during the financial year are included in
the consolidated financial statements up to the
time of sale.

The financizl statements of subsidizries have
been translated, as necessary, to be in line with
the accounting policies applied in the Group's
financial statements.

Intra-Group shareholdings have been eliminated
using the purchase method. The acquisition cost
in excess of a subsidiary’s equity at the time of
purchase is allocated to the subsid-ary’s property,
plant and equipment if its carrying value is lower
than the fair value, The portion allocsted to property,
plant and equipment is depreciated according to
the plan for the category of property, plant and
equipment in question. The unallocated portion
is stated as goodwill on the assets side of the
balance sheet.

In accordance with IFRS 3 [Business
Combinations), which came into force on 1 April
2004, goodwill was not amortized in 2005. The
comparative figures for 2004 have likewise been
presented according to the same principle.

Allintra-Group transactions, unrzalized margins
on internal deliveries, internal receivables and
liabilities as well as internal distribution of profits
have been eliminated.

Minarity interests have been separated out
from the Group profit atiributable to shareholders
of the parent and from sharehelders’ equity and
presented as a separate item under equity.




Associated companies

Associated companies are companies in which
M-real Corporation, either directly or indirectly, has
a 20-50 per cant holding of the voting rights or a
significant influence but ever which it does not have
control. Associated companies are included in the
consolidated financial statements using the equity
method. M-real’s share of the results of associated
companies is stated in the income statement on the
line “Share of Profits from Associated Companies.”
The Group’s portion of the net assets of associates,
togather with the goodwill having arisen on the
acquisition less accurnulated depreciation by 31
December 2003, is presented in the balance sheet
on the line “investments in associated companies”.
Equity accounting is discontinued when the carrying
amount of the investment in associated company
has decreased to zero, unless the Group has
incurred or guaranteed obligations in respect of
the associated company.

Joint ventures

Joint ventures are entities in which a company enters
into a contractual arrangement whereby it shares
control over the finances and operations together
with other parties. The Group's holdings in joint
ventures are consolidated using the propertionate
method line by line. Accordingly, M-real’s consolidated
financial statements include an amouni of the joint
ventures’ assets, liabilities, revenue and expenses
corresponding to the company’s holding in them.
Oy Metsa-Botnia Ab, Adnevoima Qy, Adneverkko Oy
and Grovehurst Energy Ltd have been consolidated
on a proportionate basis line by line.

Transactions in foreign currency

Transactions denominated in foreign currency are
translated to euros using the exchange rate on
the transaction date, Receivables and liabilities in
foreign currency amounis are translated o eures
using the exchange rates at the balance sheet
date. The exchange rate differences thus arising
are recorded in their entirety in {inancial income
and expenses.

The income statements of Group companies
that use a currency other than the euro in their
reporling are translated to euros using the average
rates during the report period, and their balance
sheets are translated by applying the rates at the

balance sheet date. The transtation differences
arising from translating the income staternents
and balance sheets of subsidiaries at different
rates and from applying the purchase method of
consolidation are recorded in the Group’s equity.
When a subsidiary is disposed of either through
a sale or dissolution, the translation differences
that have accumulated by the date of disposal are
recorded in the income statement as part of the
gain or loss arising on the disposal. When making
the transition to IFRS, translation diffarences that
arose prior te 1 January 2004 were recorded in the
Group’s retained earnings, and they are no longer
entered in the income statement if the subsidiary
is disposed of subsequenily.

Financial assets

Financial assets have been classified according to
the IAS standards as follows: 1] Financial assets at
fair value through profit or loss, 2] Held-to-maturity
investments, 3) Loans and other receivables and 4)
Available-for-sale financial assets. Categarisation
depends on the purpose for which the assets were
acquired and is made at the time they were originally
recorded. Financial asset purchases and sales are
recorded at the settlement date.

Investments acquired for trading have been
classified as financial assets at fair value through
profit or loss. These may include, for example,
short-term and long-term money market deposits,
commercial papers and bends. Financial assets
held for trading have been recognized at fair
value based on price quotations in the market.
Unrealised and realisec gains and losses due to
changes in fair value are recognized immediately
in the income statement during the financial pericd
it which they are incurred.

Held-lo-maturity investmentis include those
investments which the Group has full intention
and ability to retain until the date of their maturity.
Loans and other receivables comprise external
and Metsaliitto Group’s internal loan receivables.
Financial assets designated in these calegories
are carried at amortised cost using the effective
interest method.

Available-for-sale financiat assets include
other investmenits that are not included in any other
category. This categery includes mainly investments
in shares and other holdings not related to daily

cash management. Financial assets available for A 5

sale are valued at fair value, which is principally
based on public quotation for shares. The most
important shareholding consists of the Pohjolan
Voima Oy shares, which are carried at their cost
less impairments, as fair value is not justifiable
because the sharehalder agreement prevents
free selling of shares at fair value. Changes in
the fair value of financial assets available for sale
are included in shareholders’ equity in fair value
reserve and transferred irom shareholders equity
to profit and loss account when the investment is
sold or its value is impaired so that an impairmant
shall be charged for the investment.

An impairment of financial assets must be
charged, if the book value of the financial asset
exceeds the amount of money obtainable for it, the
assessment of which is based on, for example, the
debtor’s financial difficulties, neglect of payment
or disappearance of an active market for the item
N guestion.

Cash and cash equivalents comprise cash in
hand, deposits held at call with banks and other
short-term highly liquid investments, Cash and
cash equivalents includes items with original
maturities of three months or less.

Financial liabilities

The Group has classified all financial liabilities
under “Other liabilities™. When a financial liability
is entered in the accounts, it is measured at cost,
which is equal to the fair value of the consideration
received for it. Transaction casts are inclucded in the
original carrying amount of all financial babilities.
Subsequently, all financial liabilities are measured at
amortized cost using the effective interest method.
Derivative contracts for which hedge accounting 1s
not applied are classified as "Financial liabilities
at fair value through profit or loss™.

Derivative financial instruments and hedge
accounting

Derivative financial instruments are initialty recognized
in the balance sheet at cost and thereafter during
their term-to-maturity are revalued at their fair
value. Gains and losses resulting from recognition
at fair value are treated in accounting as required
with regard to the intended use of the derivative in
question. Derivatives are initially classified either as




4_ 6 1] Hedges of the exposure ta changas in fair value

of receivables, liabilities or firm commitments, 2]
Hedges of the cash flow from & highly probable
farecast transaction, 3| Hedges of a net investment
in a foreign entity, 4] Derivatives to which it has
been decided not to apply hedge accounting or 5)
Derivatives used for trading. Cerivatives that do
not qualify for hedge accounting are classified as
financial assets or financial liabilities at fair value
through profit or loss,

When applying hedge accounting, at the inception
of a hedging relationship the Group has documented
the relationship between the hedged item and the
hedging instruments as well as the hedging strategy
cbserved. To meet the requirements of hedge
accounting, the Group has also continuously carried
out effectiveness testing to verify that changes in
the fair value of the hedging instrument for each
hedging relationship caver effectively enough, with
respect to the hedged risk, any changes in the fair
value of the hedged item.

The fair value of derivatives is disclosed
in current nen-interest-bearing receivables or
liabilities. The fair values of derivatives classified
in accordance with the applied accounting practice
are presented in Notes to the accounts no. 28. The
maturity analysis of cash flow hedge accounting is
presented in Notes te the accounts no. 29.

Currency hetdging

To hedge its foreign currency exposure, the Group has
partly applied hedge accounting in accordance with
IAS 39 as so-called cash ftow hedge. A separately
defined portion of the highly probable forecast cash
flow of sales in USD, GBP and SEK is the object
of hedge accounting. A change in the fair vatue of
a derivative hedge [currency forward contracts)
proven effective is entered directly in shareholders’
equity in the fair value reserve, and only after the
realisation of the forecasted sales transaction it is
entered in the income statement as an adjustment
of the hedged sales. Changes in the fair value of
other currency derivatives to hedge foreign currency
axposure are recognized under financial items in
the income statement. The fair values of forward
foreign exchange contracts are based on forward
prices prevailing at the balance sheet date, and
currency options are stated at market rates in
accordance with the Black&Scholes model.

The hedging of a net investment in a foreign
entity is dealt with in the books like cash flow
hedge. Changes in the fair value of a derivative and
loan hedge proven effective are recognized directly
against the translation differences accumulated
in sharehclders’ equity. The ineffective partion
of the hedge as well as the effect ¢of the interest
rate element of forward exchange contracts are
recorded in financial income and expenses in the
income statement.

Interest hedging

To hedge the fair value of separately defined loans
with derivatives contracts (interest rate swaps and
currency swaps), the Group has applied hedge
accounting in accordance with 1AS 3% as so-called
fair value hedge. Changes in the fair value of bcth
defined loans and derivative contracts that meet the
criteria for effective hedge accounting are recognized
in financial income and expenses through profit and
loss. The fair value of loans is calculated in respect
of interest rate risk and currency risk elements, but
any changes in the company’s credit risk premium
have not been taken into account.

Moreover, to hedge its interest rate exposure,
the Group has partly applied hedge accounting in
accordance with IAS 39 to hedging of contractual
cash flows of floating interest rates of loans as
so-called cash flow hedge. A change in the fair
value of derivative contracts (interest rate swaps
is entered directly in shareholders’ equity in fair
value reserve.

All other interest rate derivalives, to which
hedge accounting is not applied, are stated at their
fair value, and changes in fair value are recognized
under financial items in the income statement. The
fair values of forward rate agreements, interest rate
futures and options are based on quoted market
rates at the balance sheet date, and interest rate
swaps and currency swaps are measured at the
present value of future cash flows, with the calculation
based on market interest rate yield curve.

Commodity risk hedging

To hedge its electricity price risk exposure, the Group
has partly applied hedge accounting in accordance
with 1AS 37 as so-called cash flow hedge. A separately
defined pertion of the highly probable forecast cash
flow of electricity purchases in Finland and Sweden

is the object of hedge accounting. A change in the
fair value of a derivative hedge (forward electricity
contracts] proven effective is entered directly in
shareholders’ equity in fair value reserve, and
only after the realisation of the forecast electricity
purchases it is entered in the income statement
as an adjustment of the hedged purchases. The
ineffective part of electricity derivatives ¢lassified
to hedge accounting and other electricity, oil and
pulp derivatives hedging commcdity price risk
are recognized at market rates at the balance
sheet date, and changes in fair value are entered
in the income statement under "Other income
and expenses”.

Embedded derivatives are valud at fair value,
and changes in fair value are entered under
financial iterns in the income staterment. The
amount of embedded derivatives at the M-real
Group is insignificant.

Segmentreporting

The Group's primary segment reporting is based
on business segments and secor.dary segment
reporting on geographical segments. Business
segments are defined in accordance with the
Group's management organization.

Transactions between segmen-s are based on
market prices. All sales and other transactions
between segments are eliminated on consolidation.
The same accounting policies are applied in segment
reporting as for the Group as a whole.

The resutt reported for the segments is operating
profit [profit before financial income and expenses).
The assets of a segment include all the assets of the
units belonging to the segment, except for assets
related to financing and taxes. Goodwill arising
on the acquisition of subsidiaries is allocated to
the business segments in accorcdance with the
matching principte. Segment liabilities include
all the operating lighilities of the units belonging
to the segment [all liabilities excluding liabilities
retating to financing and taxes).

Non-current assets held for sale and discontinued
operations
An asset item/operation is classif ed as held for
sale when the amount correspondinj to its carrying
value will be generated primarily from sale of the
asset item.




Asset items classified as held for sale are
measurad at the lower of their carrying amount
and fair value less costs to sell. Asset items
classified as held for sale are not depreciated or
amortized.

A discentinued cperation is one which the
Group has disposed of or that is classified as held
for sale and represents a separate major line of
business or geographical area of cperations. The
profit or loss from discontinued cperations after
tax is shown as a separate item in the consolidated
income statement.

Recognition of income

Sales are calculated after deducting indirect sales
taxes, trade discounts and other items adjusting
sales. Revenue from the sale of goods is recognised
as income when the significant risks and benefits
associated with ownership of the products have
passed to the purchaser and the seller ne longer
has an actual right of possessicn or control over
the products. Revenue from the sale of services is
recorded when the services have been rendzred.

Delivery and handling costs

Costs arising from the delivery and handling of
goods are recorded in operating expenses in the
income statement.

Research and development expenditure
Research and development expenditure is recognised
as an expense at the time it is incurred. Developrnent
expenditure is capitalized If it meets the criteria
for capitalization. To date, M-real does not have
capitalised R&D expenditure.

Borrowing costs

Borrowing costs are generally recognized as an
expense in the period in which they are incurred.
When an item of property, plant and eguipment is
involved in a major and long-term investment project,
the borrowing costs directly due to the acquisition
and construction of the asset are included In the
asset’s cost. Transaction expenses directly due to
obtaining leans are deducted from the original cost
of said loan and pericdized as interest expense
ustng the effective interest rate method.

Income taxes

Tax expense in the income statement is comprised
of the current tax and deferred taxes. Income taxes
are recorded on an accrual basis for the taxable
income of each reporting unit, applying the tax
rate in force in each country at that time. Taxes are
adjusted for any taxes for previous pericds.

Deferred taxes and tax assels are calculated
on all the temporary differences between the
accounting value and the tax base. The largest
temparary differences arise from depreciation
on property plant and equipment. The temporary
differences arise also from measurement at fair
value of the balance sheets of acquired companies
at the time of purchase, measurement of derivative
instruments at fair value, defined-benefit pension
plans and unused tax losses also.

Deferred taxes have been calculated by applying
thz tax rates in force by the balance sheet date.
Tax assets are recognized to the extent that it
is probable that taxable profit will be available
agzinst which a daductible temporary difference
can be utilized.

INTANGIBLE ASSETS

Goodwill

Goodwill is the portion of the cost of an acquired
subsidiary, associated company or joint venture
which exceeds the fair value of its net identifiable
assets at the time of purchase. M-real applies
this requirement of IFRS 3 to acquisitions that
have been made after 1 January 2004. Under the
exemption provided by IFRS 1, acquisitions made
prior to this have been measured in accordance
with previous accounting policies and they have
nct been adjusted retroactively.

Goodwill is nat amortized but is tested annually
to determine any impairment. Goodwill is measured
at cost less accumulated depreciation by 31
December 2003 as well as subsequently booked
impairment losses. An impairment loss is recorded
as an expense in the income statement in the
reporting period during which the impairment has
been determined. Goodwill is allocated to cash-
generating units for the purpese of impairment
testing. An impairment loss is recognised when
the recoverable amount of the cash-generating unit
is less than the carrying amount of that unit. The

impairment loss is allocated first to any goodwill
allocated to that unit and then ta the other assets of
the unit on a pro-rata basis based on the carrying
amount of each asset in the unit. An impairment
loss recognised for goodwill is not reversed in
subsequent periods.

The gain or loss on disposal of an entity
includes the carrying amaount of goodwill allocated
to that entity.

Computer software

Expenditure an developing and building significant
new computer software programs are recognized
in the balance sheet as an intangible asset and
amortized over its useful life, which is not to
exceed five years. Direct expenses ta be capitalized
include consuitancy and expert advisory fees paid
to cutside parties, software licences obtained for
the application, staff costs to the extent that they
can be allocated directly to the project as well as
other direct costs. Maintenance and operating
expenditure related to computer software and
EDP applications is recorded as an expense in the
reperting period in which it has been incurred.

Other intangible assets

The cost of patents, licences and trademarks having
a finite useful life is capitalized in the balance
sheet under intangible assets and amortized on
a straight-line basis over their useful lives in 5-
10 years.

Emission rights

Allowances received by the governments free of
charge have initiatly been recognised as intangible
assets and the corresponding government grant as
advance payment in liabilities based on fair value
at the date of initial recognition. Allowances are
measured at its cost or at their fair value if less.
Allowances are not amortized. The emissions
produced are recognised as cost and as liability
together with the corresponding government grant as
income both based on the value at the date of initial
recognition. 5o rights consumed that are within the
original range have no positive or negative effect
on profit fer the period. The costs of purchasing
additional rights to cover excess emissions or the
sate of unused rights have effect on profit.
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48 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is measured at
original cost. The property, plant and equipment
of acquired subsidiaries is measured at fair value
at the time of the purchase. Property, plant and
equipment is presented in the balance sheet al cost
less accumulated depreciation and impairmeant
losses. For investments in property, plant and
equipment requiring a long construction time, the
interest incurred during construction is capitalized
in the balance sheet as part of the asset for the
time that is necessary for bringing the asset to
working condition for its intended use.

Property, plant and equipment is depreciated
on a straight-line basts over the following expected
useful lives:

Buildings and constructions 20-40 years
Heavy power plant machinery 20-40 years
Other heavy machinery 15-20 years
Lightweight machinery and

equipment 5-15 years

Land and water areas are not depreciated. If the
significant parts of an item of property, plant and
equipment have useful lives of differing length,
each part is depreciated separately.

The estimated economic lives are reviewed at
each halance sheet date and if they differ significantly
from previous estimates, the depreciation pericds
are altered accordingly.

Expenditures arising from large-sized
medernization and improvement prejects are
capitalized in the balance sheet if it is probable that
the economic benefit resulting from the projects will
exceed the estimated revenue originally obtainable
from the asset item that is to be modernized. Other
expenditure related to repair and maintenance is
expensed in the period in which it is incurred.

Gains and losses arising on the sale and
decommissioning of items of property, plant and
equipment are calculated as the difference between
the net revenue obtained and the carrying amount.
Capital gains and losses are included in operating
profit in the income staternent.

When & non-current item of property, plant
and equipment is classified as held for sale in
accordance with {FRS 5 "Non-current Assets Held
for Sale and Discentinued Cperations,” the recording

of depreciation on said asset is discontinued.
A non-current asset held for sale is measured at
the lower of the carrying amount or the fair value
less the expenses necessary to make the sale.

Government grants

Government grants received for the purpose of
purchasing property, plant and equipment and
similar are entered as deferred income in balance
sheet liahilities and recognized in other operating
incomne during the actual useful life of the asset.
Other grants are recorded as other operating
income in the income statement for the financial
periods during which they are matched with the
corresponding expenses.

Leases

Leases on property, plant and equipment for which
the Group assumes substantially all the risks and
rewards incident to ownership of the asset are
classified as finance lease agreements. A finance
lease agreement is recognized in the balance
sheet at an amount equal at the inception of the
lease to the fair value of the leased property or, if
lower, at the present value of the minimum lease
payments. The corresponding lease payment liability
is recorded in interest-bearing liabilities under
other non-current liabilities. An asset ohtained on
a finance lease is depreciated over the useful tife
of the asset or, if shorter, the lease term. Lease
payments are split between financial expenses
and a reduction in the lease liabilities.

Lease agreements in which the risks and
rewards incident to cwnership remain with the
lessor are treated as other lease agreements
[operating leases). Lease payments under an
operating lease are recegnized as an expense in
the income statement on a straight-line basis over
the lease term.

Impairments

Asset carrying values are measured at the end of
each reporting period to determine any impairment.
To facilitate impairment testing, the Group’'s assets
are divided into identifiable smaller units that
are substantially independent of the cash flows
generated by other units. The carrying values
of these cash-generating identifiable assets are
always tested when there are indications that
the valug of the asset has been impaired, and

any impairments are recorded as an expense.
Nonetheless, those cash-generating units to which
goodwill has been allocated are subjected to an
impairment test annually.

The receverable amcount of an asset is the
higher of its net selling price or fair value. Value
in use is determined by discounting estimated
future net cash flows,

An impairment loss recognized on an item of
property, plant and equipment in arior periods is
reversed if, and only if, there has been a change
in the estimates used to determine the asset’s
recoverable amount since the last impairment
loss was reccgnized. Following such a reversal,
the value of the asset itern rust not exceed the
carrying amount which it had, less depreciation,
prior to the recording of the impairment loss.

Animpairment loss recognized for goodwill is
not reversed in subsequent periods.

Biological assets

Biological assets [living trees) are measured at
fair value less the estimated expenses of making
a sale. The fair value of a stand of trees, excluding
young seedlings, is based on the present value of
expected cash flows {revenue and expensesl. The
calculations take into account the future growth of
the stand as well as the environmental protection-
related limits on the forests, The calculation of income
frem fellings and silvicultural costs is based on the
prevailing price level as well as the company’s view
of the future trend in prices and costs. Changes in
the fair value of a stand of trees are inciuded in
cperating profit during the financial period.

Inventories

Inventories are measured at the lower of cost
and net realizable value. The cost of finished and
semi-finished products comprises raw materials,
direct labour expenses, other direct expenses as
well as an appropriate share of fixad and variable
production overheads. The normal capacity of the
production facilities is used as the divisor in allocating
overheads to the different produciion units.

The value of inventories is determined using the
FIFO [first-in, first-out) method or, ¢ lternatively, the
weighted average cast method. Net realizable value
is the estimated selling price that is obtainable less
the costs of completion and the costs necessary
to make the sale.




Accounts receivables

Accounts receivables are measured at the expected
net realizable value, which is the original invoicing
value less estimated impairment provisions on
the receivables. Impairment test is carried fer all
receivables at bankruptcy or overdue cver 180 days,
when there is a justifiable reason to assume that
the Group will not receive payment for the invoiced
amount according to the original terms.

Provisions

A provision is recognized in the balance sheet when
the Group has a legal or constructive cbligation
as a result of a past event and it is probable
that settlement of the obligation will require a
financial payment or cause a financial loss, and
& reliable estimate can be made of the amount of
the obligation. If some or all of the expenditure
required to settle a provision is expected to be
reimbursed by another party, the reimbursement is
recorded in the balance sheet as a separate asset,
but only if it is virtually certain that reimbursement
will be received.

Restructuring

A restructuring provision is recerded for the
financial period when the Group has incurred
& legal or constructive abligaticn te make a
payment. Termination payments are recorded
when & detailed plan has been made of the
restructuring and the main points of the plan
have been communicated to the employees who
are affected by the arrangement.

Environmental obligations

Costs arising from envirenmental remediation
which do not increase present or future revenue
are recorged as annual expenses. Environmental
liabilities are recorded in accordance with present
environmental pratection laws and regulations when
it is probable that the obligation which has arisen
and its amount can be estimated reasonably.

EMPLOYEE BENEFITS

Pension benefits

The Group has, in different countries, pension plans
that comply with each ceuntry’s tocal regulations
and practices. Most of the pension plans are
defined-contribution plans. The Group also has

defined-benefit pension plans. They define pension
security benefits, unempleyment compensation
and any post-employment benefits. The pension
plans are funded by employer and employee
contributions to pension insurance companies
or a pension foundation on the basis of actuarial
pension liability calculations. Under defined-benefit
plans, the employer is generally respensible for
ensuring that the former and present employees
belonging to the plan receive the benefits defined
in the plan’s statutes.

In defined-benefit plans, the pension liability
is stated as the present value of future pension
contributions at the baiance sheet date less the fair
value of plan assets at the balance sheet date and
adjusted for actuanal gains and losses as well as for
past service costs. The pension liability is calculated
by independent actuaries. Pension liabilities are
recorded as pension obligations under balance
sheet non-interest-bearing liabilities.

Pension expenditure is recorded in the income
statement as an expense, periodizing it over
employee’s period of service. Actuarial gains and
losses, 1o the extent they exceed the corridor set,
are recerded for employees’ remaining average
period of service.

For defined-contribution pension plans, pension
contributions are paid to insurance companies based
on the work performed during the employee’s period
of service, after which the Group no longer has
other pension cbligations. The Group's payments
into defined-contribution plans are recorded as an
expense in the period during which the cbligation
was incurred.

Share-hased payment

A share based incentive program has been established
for company ‘s top executives. This compensatien
plan is recognised as equity-settled or cash-sattled
share-based payment transactions depending cn
the settlement. The possible reward of the incentive
program from the year 2007 is based on the Group's
cash flow and return on capital employed and is
paid partly in M-real's B shares and partially in
money. Shares are valued using market value on
the grant date.

Earnings per share

Undituted earnings per share are calculated using
the weighted average number of shares during
the reporting pericd. In caleulating earnings per
share adjusted for the effect of dilution, the average
number of shares is adjusted for the dilution effect
of any equity instruments that have been issued.
In calculating earnings per share, earnings are
taken to be the reported earnings attributable to
the parent company’s shareholders. Earnings,
both undiluted and adjusted for the effect of
dilution, are calculated separately for continuing
and discontinued operations.

Dividends payable

Dividends payable by the company are recorded
as a decrease in equily in the pariod during which
shareholders, in a general meeting, have approved
the dividend for payment.

Camparative figures

Where necessary, camparative figures have been
classified to conform to changes in presentation in
the current year. In October 2007 the Group dispased
the Map Merchant Group. Merchant business has
been classified as discontinued operation. The
post-tax profit and the profit on disposal have
been shown as a separate item in the consolidated
income statement after the result from continuing
operations. In addition comparative figures have
been revised to reflect the impact of the adopticn
of new and revised IFRS-standards.

Standards, amendments and interpretations
effective in 2007

IFRS 7. Financial instruments: Disclosures’, and the
complemeniary amendment to IAS 1, ‘Presentation
of financial statements - Capital disclosures’ The
standard requires the disclosure of qualitative and
guantitative information about exposure to risks
arising from financial instruments. inctuding
specified minimum disclosures about credit risk,
liquidity risk and market risk, including sensitivity
analysis to market risk. The amendment to IAS
1 introduces disclosures about the level of an
entity's capital and how it manages capital. The
standard introduces new disclosures relating te
financial instruments, but have no impact on the
classification or valuation of the derivatives
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IFRIC 8, Scope of IFRS 2, reguires consideration
of transactions involving the issuance of equity
instruments, where the identifizble consideration
received is less than the fair value of the equity
instrurnents issued in order to establish whether
or nct they fall within the scope of IFRS 2. This
interpretation does not have any impact on the
Group’s financial statements.

IFRIC 7 Reassessment of Embedded Derivatives
concludes that an entity should not reassess the
conclusion as to whether an ermbedded derivative
needs to be separated frcm the hybrid contract
after it is initially recognised. This interpretation
does not have any impact on the Group’'s financial
statements.

IFRIC 18, ‘Interirm financial reporting and
impafrment’, prohibits the impairment losses
recognised in an interim period on goodwill and
investments in equity instruments and in financial
assets carried at cost to he reversed at a subsequent
balance sheet date. This interpretation does nat have
any impact on the Group’s financial statements.

Standards, amendment and interpretations
effective in 2007 but not relevant

IFRIC 7, Applying the restatement approach under
A5 29, Financial reporting in hyperinflationary
economies’.

Application of new and amended IFRS standards
and IFRIC interpretations

The IASB has published the following standards
and interpretations whose application will be
mandatery in 2008 or later. The Group has not
earlier adoptad these standards, but will adopt
them in later pericds.

The follewing standards and interpretations witl
be adopted by the Group in 2008:

IFRIC 11, " Group and treasury share transactions’
provides guidance on whether share-based transactions
involving treasury shares or involving group entities
should be accounted for as equity settled or cash-
settled share-based payment transactions in the
stand-alone accounts of the parent and group
companies. This interpretation does not have any
impact on the Group's financial statements.

The following new standards and interpretations

effective in 2008 are not relevant to the Group's
operaticns:

IFRIC 12 “Service Concession Arrangements applies
to contractual arrangements whereby a private sector
operatar participates in the development, financing,
operation and maintenance of infrastructure for
public sector services.

IFRIC 14, 1A5 19 - The Limit on a Defined
Benefit Asset, Minimum Funding Reguirements and
their Interaction’ is applied to post-employment
defined benefit plans and other long-term defined
benefit plans under I1AS 19, if the plan includes
minimum funding requirements. The interpretation
also clarifies the criteria for recognition of an
asset on future refunds or reductions in future
contributions.

The Group will adopt in 2009 the following standards
published by 1ASB:

IAS ] [Revised] ‘Presentation of Financial Staternents’
is aimed at improving users’ ability to analyse
and compare the information given in financial
statements by separating changes in equity of an
entity arising from transactions with owners from
cther changes in equity. The standard will have effect
on presentation but not on accounting policy.

Amendment to 1AS 23 Borrowing Costs’ requires
an entity tc capitalise borrowing costs directly
attributable to the acquisition, construction or
production of qualifying asset as part of the cost of
that asset. The option of immediately expensing those
barrowing costs will be removed. The amendment
does not change the accounting pelicy applied by
the group and therefore, does not have any impact
on the Group's financial statements.

IFR5 8 'Operating Segments replaces 1AS 14.
The new standard requires a ‘management approach’,
under which segment information is presented on
the same basis as that used for internal reperting
purposes. The Group is currently evaluating the
effects of the standard on reporting.

IFRIC 13, ‘Customer Loyally Programmes’.
IFRIC 13 clarifies that where goods or services are
sold together with a customer loyalty incentive, the
arrangement is a multiple-element arrangement
and the consideration recewvable from the customer
is allocated between the components of the

arrangement using fair values. IFRIC 13 is not
relevant to the Group's operations bacause none
of the Group’s companies operate any loyalty
programmes.




2. Management of financial risks

The financial risks associated with business
operations are managed in accordance with the
treasury policy endorsed by the Board of Directors
and the senior management of the company. The
policy defines facal instructions on the management
of foreign currency, interest rate, liquidity and
counterparty risks, and for the use of derivative
financial instruments. Correspondingly, commodity
risks are managed according to the company's
comrodity risk policy. The purpese is te protect the
company against rmajor financial and commodity
risks, to balance the cash flow and to allow the
business units time to adjust their operations 1o
changing conditions.

Metss Group Financial Services Oy [Mets3
Financel is specialized in finance and functions as
the Group's iniernal bank. M-real’s holding in Metsd
Finance is 51 per cent and Metsétiitto Cooperative’s
holding is 49 per cent. Financial operations have
been centralised to Metsa Finance, which is in
charge of managing the Group companies’ financial
pasitions according to the strategy and financial
policy, providing necessary financial services within
the Metsaliitto Group and acting as an advisor in
financtal matters.

Foreign currency risk

The Group’s foreign currency exposure consists of
the risks associated with foreign currency flows,
translation risk of net investments in foreign
entities and economic currency exposure. Most
of the Group's costs are incurred in the euro zone
land to some extent in Sweden], but a significant
part of the sales is in other currencies. Sales
revenue may therefore vary because of changes
in exchange rates, while preduction costs rernain
unchanged. Product prices are also often quoted
in currencies other than the home currency. In
the foreign currency transaction exposure, which
consists of foreign currency denominated sales
revenue and costs, are included foreign currency
denominated sales receivables, accounts payable,
received orders and a certain part of the forecast
net currency cash flow.

The main currencies of the Group’s fareign
currency transaction exposure are the US dollar,
the British pound and the Swedish krona. A
strengthening of the dollar and the pound has
a positive impaci on the {inancial result and a

weakening a negative impact. A weakening of
the Swedish krona has a positive impact on the
result. Other significant currencies are AUD, CAD,
CHF, DKK and NOK. The hadging policy is te keep
an amount corresponding to three months’ cash
flews of all contractual or estimated currency
flows consistently hedged. The hedging level
can, however, vary between 0-12 months as the
financial policy has defined separate risk mandates
for deviating from the norm hedging. The Board
of Directors decides on significant changes in the
hedging tevel if they see a reason to deviate from
the norm set out in the financial policy. The amount
of currency-specific hedging depends on current
exchange rates and market expectations, on the
interest rate differences between the currencies
and the significance of the exchange rate risk for
the financial resuli. The transaction exposure is
mainly hedged by forward transactions but also
by the use of foreign currency loans and currency
options.

Hedge accounting in accerdance with 1AS 3%
is applied partially to the hedging of the currency
transaction exposure, which allows fair value
changes of hedges designated to hedge accounting
to e entered directly in shareholders’ equity in fair
value reserve. At the end of the reporting period,
the foreign exchange transaction exposure had
been hedged 5.4 months on average. During the
reporting pericd, the hedging level has varied
between 5 and 7 months. The dollar’s hedging
level was B.7 months, of which the portion of hedge
aczounting was 5.2 months. The Swedish krona's
hedging level was 5.8 months, of which the portion
of hedge accounting was 3.6 months. The pound’s
hedging level was 3.4 months, of which the portion
of hedge accounting was 0.2 months. Hedges
allocated te hedge accounting have been used to
hedge the portion of highly probable forecast sales
of the currency transaction exposure.

The translation risk of a net investment in a
foreign entity is generated from the consolidation of
the equity of subsidiaries and associated companies
outside the euro area into euros in the consolidated
financial statements. According to the financial
policy, 50-100 per cent of equity should be hedged.
The translation risk of equity has been hedged
through the use of forward transactions and foreign
currency loans and the position has been kept
hedged in all the main currencies. Hedge accounting
in accordance with IAS is applied to the hedging

of the equity exposure. This allows the exchange
gains and losses of effective hedging 1o be entered
into the equity offsetting translation differences.
During the repcrting period, on average 97 per
cent of the equity position was hedged and at the
end of the reporting pericd 99 per cent.

The Group applies the Value-at-Risk method to
assess the risk of its open foreign currency positions.
The VaR is calculated on the deviation from the
three-month foreign currency exposure hedge
norm defined in the financial policy. A 99 per cent
confidence level on one month period is applied to
the VaR risk figure, i.e., the YaR indicates that with &
1 per cent probability the market value of the open
fereign currency position depreciates more than
the amount of the risk figure in a month. The risk
mandates regarding hedging decisions have been
defined by restricting the company management’s
powers by linking them to maximum currency-
specific hedging level changes and to a VaR limit.
Passible strategic decisions which exceed the policy
risk limits are made by the Board of Directors. The
limit set for the M-real Group's foreign currency
risk is EUR 19 million and the VaR is at the end
of the reporting period EUR 8.2 million. Average
during the period has been EUR 10.8 million. The
risk figure has been relatively high due to the high
hedging leve! of the dollar as the deviation from the
three-maonth hedging norm has been substantial.
The Value-at-Risk methad is also used to assess the
market risk of Metsa Finance’s trading operations.
Trading volume has been relatively low during the
reporting year: Mets3 Finance's average VaR (of
one day at 99 per cent) was only EUR 0.24 million
in 2007. The volumes and fair values of derivatives
used in the management of foreign currency risks
are presented in Notes no, 28,

Interest rate risks

The interest rate risk is related mainly in the interest
bearing receivables and loans and currency hedging.
The most significant currencies in risk management
are the euro, the US dollar, the British pound and
the Swedish krona. The objective of the interest
rate risk policy is to minimise the negative impact
of interest rate changes on the result and the
financial position, and to optimise financing costs
within the framewaork of risk limits. The efiect of
interest rate changes on financial costs depends on
the average interest fixing time of interest bearing
assets and liabilities, which is
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measured in the Group by duration. As duration
diminishes the rise of interest rates affects more
quickly the interest expenses of financial liabilities.
The maturity of the loan portfolia can be influenced,
e.g., by adjusting between floating-rate and fixed-
rate loans and by using interest rate derivatives. The
Group uses in ils interest rate risk management
interest rate swaps, interest rate futures and
interest rate options.

The average interest duration norm based on the
Group’s financial policy is 6 months. The duration
can, however, deviate from the hedging policy norm
so that the decision of a deviation exceeding four
months has to be made by the Board of Directors.
The average duration of loans was 5.8 months at
the end of the year. During the reporting period
duration has varied between 5 and 8 months. At
the end of 2007, an increase of one per cent in
interest rates would increase interest rate costs
of the next 12 months by EUR 9.2 million.

The Group is exposed to a risk of change in
the value of derivatives due to a change in market
prices when using interest rate derivatives, since
accerding te IAS 39 derivatives must be valued
to their fair value in the balance sheet. However,
the partial application of hedge accounting will
balance the effects of changes in the market
value of derivatives on the financial result. The
Group is applying fair value hedge accounting in
accordance with [45 39 to fixed-rate loans which
have been converted by interest rate and currency
swaps to floating-rate financing. In addition, the
Group is applying cash flow hedge accounting in
accordance with 1AS 39 to the major part of the
interest rate swaps by which floating-rate financing
has been converted to fixed-rate financing. The
gross neminal volume of interest rate derivatives
at the time of financial statements [including
currency swap contracts) is EUR 2,074 million,
of which the portion of reversed contracts is EUR
777 million. Of the derivatives portfolio, EUR 940
million is allocated to hedge accounting, and the
portion of derivatives recognized in the balance
sheet through profit or loss is EUR 357 million.
The maturity of interest rate swap contracts varies
between 1-6 years, and the maturity of currency
swap contracts between 2-4 years.

Commodity risk

In the hedging of commadity risks the Group applies
risk management policies defined separately for
each selected commedity. According to the policy,
the management of commodity risks with regard
to derivatives is accomplished by Metsd Finance
based on the strategy approved by Board of Direclors
of M-real. So far the commodity hedging policy is
applied to the management of the price risks of
electricity and natural gas.

M-real's target in managing the electricity
price risk is to balance the effect of changes in
the price of electricity on the Group’s result and
financial pesition. The main principle is to hedge
the electricity purchase exposure, which consists
of the difference of factory-specific electricity
consumption estimates and power plant production
shares in the possession of the Group. With regard
te the Finnish and Swedish electricity procurement,
the hedge strategy is implemented in cooperation
with M-real Energy through Metsd Finance. The
Centrat European energy unit will implement
the hedging of Central Europe’s electricity price
risks accerding to instructions of M-real Energy.
M-real hedges the electricity price risk actively
by setting the hedging norm at 85%-, 55%- and
25%- share of the estimated net position during
the first, secend and third successive 12-month
pericds. Hedge accounting in accordance with
IAS 39 has been applied partially to electricity
hedging. Consequently the fair value of hedges
allocated to hedge accounting is enterad in equity
in fair value reserve and only after the realisation
of electricity purchases in the income statement
as an adjustment of the purchases.

Approximately a third of M-real's mills” use of
fuel is based on natural gas. The hedging of natural
gas price risks has been done with physical, fixed-
price contracts. In Finland only the oi{-related
portion of the contract has been fixed. The prices
of natural gas have typically been fixed to Fuel-0it
and/or Gas-0il prices. In addition, the prices of gas
supply to Finland have been fixed to the development
of coal import price and the energy price index.
The premise of natural gas price risk hedging is.
however, to hedge only the oil-related part of the
cantract by using oil derivatives and fixed-priced
physical supply contracts. The hedging strategy
is based on a risk policy according to which M-
real Energy makes the hedging decisicns, and

the Group Board of Directers makes significant
strategic decisions,

Approximately 44 per cent of electricity hedges
have been carried out by using physical supply
contracts and 56 per cent as so-called financiat
hedges by using electricity derivatives, At the end of
the year, 90 per cent of financial hedges have been
designated to hedge accounting. All natural gas
price risk hedges have so far been implemented
by using physical supply contracts.

The continuous hedging of the Group companies
pulp price risk has not been seen as justified in
the framework of the current operative model.
However, pulp derivatives are usad selectively to
hedge individual cormmmercial pesitions generated
in the Group companies.

The volumes and fair values of derivatives used in
the management of commodity ris<s are presented
in Notes no. 28,

Liquidity risk

Liquidity risk is defined as the risk that funds and
available funding becorne insuificient to meet
business needs, or that extra costs are incurred
in arranging the necessary financing. Liguidity risk
is monitored by estimating the need for Liguidity
needs 12-Z4 months ahead and ensuring that the
total liquidity available will cover a main part of this
need. According to the financial palicy, the liquidity
reserve must at all times cover 80-100 per cent
of the Group ’s liquidity requirerr ent for the first
12 rmonths and 50-100 per cent of the following
12-24 months liquidity requirement. The objective
is that at the most 20 per cent of the Group's leans,
including committed credit facilities, is allowed to
mature within the next 12 months and at least 35
per cent of the total debt must have a maturity
in excess of four years. Another target is to avoid
keeping extra liquidity as liquid funds and instead
maintain a liquidity reserve as committed credit
facilities cutside the balance shest.

The cornerstone of liquidity risk management
is to manage the Group's operative decisions in
such a way that targets concerning indebtedness
and sufficient liquidity reserve can be secured
in all economic conditiens. Ligqu dity risk is also
menaged by diversifying the use of capital and
meney markets to decrease depandency cn any
single financing source. The optimisation of the
maturity structure of loans is also emphasized




in financial decisions. The Group has been able
to significantly stabilise the maturity structure of
long-term loans by Eurcbond issues in 2006 and
divestments during 2007.

Liquidity is on a good level. The available liguidity
was EUR 1,236 million at the end of the reporting
periad, of which EUR 854 million was committed
credit facilities and 380 million liquid funds and
investments. In addition, the Group had at its
disposal short-term, uncommitted commercial
paper programmes and credit lines amounting to
around EUR 575 million. At the end of 2007, the
liquidity reserve covers the forecasted financing
need of the next 24 months. On the longer time
horizon than this the successful re-financing of
loans maturing in 2009 is crucial to maintain
adequate liquidity reserve. The target is to reduce
the re-financing need of 2009 by realizing at least
EUR 200 mitlion warth of divestments by the end
of the first quarter in 2009. 91 per cent of long-
term loans and committed facilities fall due in a
12 month period and 3% per cent have a maturity
of cver four years. The average maturity of long-
term loans has reduced to 3.4 years. The share of
short-term financing of the Group's interest bearing
liabilities has falten to 7 per cent.

Counterpartyrisk

Financialinstruments carry the risk that the Group
may incur losses should the counterparty be unable
to meet its commitments. Such risk is managed
by entering inte financial transactions only with
mast creditwarthy counterparties and within pre-
determined limits. During the reporting period. credit
risks of financial instruments did not result in any
losses, The financial counterparty risk is limited
by the fact that the liquidity reserve is partially
maintained in the form of commitied credit facilities.
Cash at bank and in hand, and other investrnents
have been spread to several banks and commercial
papers of several institutions. Derivatives trading
is regulated by the standardised {SDA contracts
made with the counterparties.

The Group's sales receivables carry a counterparty
risk that the Group may incur losses should the
counterparty be unable 10 meet its commitments.
Credit risk attached to sales receivables is managed
on the basis of the credit risk management policies
approved by operative management. Accounts
receivable perfermance is followed monthly by

Corporate Risk Management Team and Corporate
Credit Committee. The credit quality of customers is
ascessed ai regular intervals based on the custemers’
financial statements, payment behavicur, credit
agencies and credit ratings agencies. Individual
credit limits are reviewed at least annually. From
tire to time, as deemed necessary by management,
Letters of Credits, bank and parent company
guarantees and Credit insurance are used o
mitigate credit risk. Credit limits are approved
according 1o credit risk management policy with
approval limits of varying values across the Group.
The Corporate Credit Committee reviews and sets
all major credit limits which are not supported by
credit insurance and/ or other security.

From the fourth quarter 2007, M-real adopted
a regular impairment tests for customer accounts
receivable are carried out, with material credit loss
impairment booked when a customer enters legal
bankruptcy, or becormes past due for more than é
manths (180 days) without a valid payment plan or
other valid reasons. The portion of overdue client
receivables of all sales receivables is at the time cf
financial statements 9.9 per cent, of which 0.3 per
cent is overdue between 90-180 days and 0.8 per
cent over 180 days. The specification of doubtful
receivabies is in Notes no. 19.

The geographical structure of the accounts
receivable is diversified and is reflecting the
external sales structure presented in the Segment
information. Largest scurces of credit risk exist in
Great Britain, Italy, Germany and France. The share
of largest individual customer lindividual companies
or qroups of companies under cornman ownership)
credit risk exposure of M-real at the end of 2007
represented 12 per cent of total accounts receivable.
26 per cent of accounts receivable was owed by ten
customer grougs lindividual companies ar groups
of companies under cemmon ownershipl.

Managing the capital structure

In managing the capital structure, the Group aims
at maintaining an efficient capital structure that
ensures the Group's operational conditions in financial
and capital markets in all circumstances despite
the fluctuations typical to the sector. The company
has a credit rating for long-term financing. In the
Group's aperative business, central target values,
which correspond to standard requirements set by
financing and capital markets, have been defined

for the capital structure. No target leve! has been
defined for the credit rating. The Group’s capital
structure is regularly assessed by the Group's Board
of Directors and its Audit Committee. The Group
maonitors the development of its capital structure
through a key ratio that describes gearing. The
calculation formula of the key ratio is presented
in the Annual Report on page 0.

The objective of the Group is to maintain the
gearing ratio at the maximum levetl of 100% on
average when counted over the trade cycle.

The key ratios describing the capital structure
and the capital amounts used for the calculation
of the key ratio were on 31,12.2007 and 31.12.2006
the following:

EUR million 2007 2004
Gearing ratio, % 112 126
Interest-bearing liabilities 2336 2788
/. liquid funds 380 182
/. interest-bearing

current receivables 89 203
Total 1867 2403
Equity attributable 1o

shareholders of parent

company 1618 1843
+ minority interest 52 43
Total 1470 1906

tn the company’s certain loan cantracts, a minimum
Limit of 30 per cent has been set for the Group's
equity ratio and a maximuen limit of 120 per cent for
the Group’s gearing ratio. With regard to defining
the equity, the calculation formula of key ratios
as defined in the loan contracts deviates from
the calculation formulas presented in the Annual
Report. The capital structure’s key ratios calculated
accerding to what is specified in the loan contracts
were on 31.12.2007 and 31.12.2004 approximately
the following:

2007 2006
Equity ratic, % 34 34
Gearing ratio, % 95 m
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54 Hedging of foreign exchange transaction exposure 31 Dec. 2007

Annual transaction exposure 2007 2006
ushb GBP  SEK NOK DKK AUD  Other long Other short Tatal Total
Transaction exposure, net [mill. currancy units) 419 235 -4 378 174 244 132
. Transaction exposure, net {EUR million] 282 323 AT 22 33 79 41 -63 1304 1640
! Transaction exposure hedging [EUR million] -204 -90 224 -7 -9 -18 -1 25 -387 -905
|
| Hedging at the end of the year {months] 8.7 3.4 5.8 39 3.3 27 3.2 4.7 5.4 6.6
Average hedging in 2007 [months) 9.6 3.1 7.0 3.6 4.1 3 3.0 73 6.2 7.0
Hedging of net investments in a foreign entity 31 Dec. 2007
Equity exposure 2007 2006
usD GBP SEK CHF Cthers Total Total
Eguity expesure, (mill. currency units] 212 37 267 115
Equity exposure, [EUR millicn) 144 50 283 70 10 557 716
Equity hedging, [EUR million] -144 -51 -284 -70 -4 -552 -694
Hedging at the end of the year, (% 100 103 100 100 34 99 97
Average hedging in 2007, (%) 102 93 10 10 54 97 96
Interest rate risk / duration and re-pricing structure of loans (incl. interest rate derivatives|
31 Dec. 2007 31 Dec. 2006
Loan Average Interest rate Re-pricing structure of interest rates of loans Loan Average Interest rate
amount  Duration interest rate sensitivity’ amount  Duration interest rate  sensitivity”
(EUR million] [months) %) [EUR million)1-4/2008 5-8/2008 9-12/2008 2009 2010 20m =201 [EUR mullionl imanths) (%] [EUR million|
2336 5.8 1.4 2.2 1450 283 330 180 42 38 13 2788 7.4 6.0 13.5

*] Interest rale sensitivity is an estimate of the effect of an interest rate change of ene percent in one diraction on net interest cost based on year end exposure.

interest rate trends, 3 months Exchange rate trends, EUR
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Data to graphs on this page: 2003 FAS, 2004-2007 IFRS.

Currency breakdown
of loans

BEUR 89% O USD 10%
USEXK 1% Others 0%

Fereign currency breakdown
of currency expesure

B USD 22% O GBP 24%
JISEK39%  AUD &%

D DKK 3% B Dthers 10%




Market risk sensitivity 31.12.2007

31.12.2007 Impact on equity exposure and annual transaction exposure 31.12.2007

Impact an
financial assets
and liabitities

Impact on
net equity of
foreign entities

Impact on
net equity of
foreign entities

Impact on annual
transaction expo-
sure lcash Mlow)

Impact on annual
transaction expo-
sure [cash flow)

EUR millien incl. hedging incl. hedging
Interest rate risk [100 bp rise in interest rates)

Effect on profit 38 -9.2 -2.9
Effect on other change in equity 2.5

Commodity risk (etectricity price + 20 %)

Effect on profit 0.8 -9.0 10.4
Effect on other change in equity i8.6

FX risk [USD - 10 %]

Effect on profit -1.3 -28.2 -7.8
Effect on other change in equity 26.6 -14.4 0.0

FXrisk (GBP - 10 %)

Effect on profit 2.6 -32.1 =231
Eftect on other change in equity 5.4 -5.0 0.1

FX risk [SEK - 10 %}

Effect on profit -3.4 ib.4 24,0
Effect on other change in equity 14.7 -78.3 0.1

ttems with + sign = posilive effect = increase of assets / decrease of liabilities / increase of cash flow
ltems with - sign = negative effect = decrease of assets f increase of liabilities / decrease of cash flow

31.12.2006 Impact on equity exposure and annual transaction exposure 31.12.20046

Impact on
financial assets
and lizbilities

Impact en
net equity of
foreign entities

Impact on
net equity of
foreign entities

Impact on annual
transaction expo-
sure [cash flow]

Impact on annual
transaction expo-
sure [cash flow)

EUR million incl. hedging incl. hedging
Interest rate risk (100 bp rise in interest rates)

Effect on profit 6.6 -13.5 -2.7
Effect on other change in equity 4.2

Commodity risk [electricity price + 20 %)

Etfect on profit 1.4 -5.5 11.0
Effect on other change in equity 15.0

FX risk (USD - 10 %)

Effect on profit 4.0 -53.0 -10.4
Effect on other change in equity 41.5 -17.9 0.2

FX risk (GBP - 10 %]

Effect on profit 1.8 -35.2 -22.9
Effect on other change in equity 8.0 -5.4 0.1

FX risk [SEK - 10 %)

Effect on profit -4.7 49.3 22.2
Effect on other change in equity 19.7 -345 -0.6

IFRS 7 requires an entity to disclose a sensitivity analysis for each type of market risk to which the entity is exposed at the reporting date, showing how profit or loss and
equity would have been affected by changes in the relevant risk variable thal were reasonably possible at that date. The Group has recognized interest rates, electricity
prices and foreign exchange rates as its key market risks and has set 100 basis points [1 per centl interest rate rise, 20 per cent rise in electricity price and 10 per cent
weakening of USD, GBP and SEK as reasonably possible risk variables. These currencies represent about 82 per cent of Group’s annual transaction exposure. The natu-
re of the market price risk is relatively lingar 5o that the size of effects of opposite market price changes do not essentially differ from the presented figures. The market
risk scenarios have been calculated by using regular principles of calculating market values of financial instruments described in the Group Accounting policies. Figures
at the reporting date reflect quite well the average market risk conditions throughout the reporting period. Additionally the Group is presenting figures describing the
effects of the risk variables to its equity exposure eng annual transacticn exposure [cash flow] to present a broader picture about market risks ol interest rates, electri-

city prices and foreign exchange rates. Annual cash flows are based on estimates, but not existing commercial contracts.
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5 6 3. Segment information

The accounting principles for the segment information are equal to those
of the Group. The segment infermation is presented based on business
segments and geographical segments. The business segments form the
Groups primary segments and the geographical segments the secondary
segments. The business segments are based on the Group organisational
structure. All inter-segment sales are based on market prices and eliminated
in consolidation.

Segment assets and liabilities are capital items directly used by the
segments in their business operations or items that based on reasonable
ground can be allocated te the segments. Unallocated capital items consist of
tax and financial items and other common group items. Investments consist
of additions of tangible and intangible assets used over a longer period than
one year.

Business segments: Geographical segments:

Consumer Packaging Great Britain Belgium
Graphic Papers Germany Switzerland
Office Papers France Austria
Other operations Finland Russia
Italy Uruguay
Spain Other Eurcpe
Netherlands USA
Sweden Asia
Poland Other countries

Segment sales from external customers by geographical area are based on
the geographical location of the customer and segment assets and capital
expenditure by geographical location of the assets.

Sales by business segment

Consumer Packaging business area offers paperboards, packaging solution
and related services to carten printers and brand owners in industries such
as health- and beautycare, foods, cigarettes and consumer durables. The
product range also includes graphic boards, labelling and self-adhesive
laminates. Consumer Packaging s main market is Europe, although
censiderable volumes are also delivered to Asia and the USA. M-real is the
second largest preducer of folding boxboard in Europe and clobally, and the
global leader in coated white tep kraftliner and wallpaper base.

Graphic Papers business area produces coated and uncoatec graphic papers
and related services for publishing, commercial printing and cornmunication
purposes. Customers include leading publishers, printers, advertising
agencies and brand owners around the world served either directly or via
paper merchant partners.

M-real's magazine and fine papers are used for magazines, product
catalogues, brochures, annual reports, flyers, art books and direct mail.

Graphic Papers was established in November 2007 through a merger
of Publishing and Commercial Printing business areas. Merging the two
business areas creates synergies in administration, preduction, logistics and
sales and marketing, M-real is the third largest producer of coated magazine
paper and coated fine paper in Europe.

Office Papers business area focuses on office papers. The product portfolio
meets the need of all types of users, from the smallest home offices
through to large corporations and government institutions. The products are
designed to provide the highest perfarmance in various printing technology
applications.

Office Papers aims at meeting the growing need for paper used for
communication, mainly in European offices and homes, M-real is the third
largest Eurcpean producer of uncoated fine papers.

2007 2006
EUR million External Internal Total External Interna. Total
Consumer Packaging 927 7 934 949 z N
Graphic Papers 22468 ] 2268 2380 10 2390
Office Papers 722 1 723 727 { 727
Other operations 523 381 704 528 ki 910
Elimination -389 -389 -39¢ -394
Continuing operations, total 4440 0 4440 4 604 ( 4604




Operating profit and return on capital employed by business segment

2007 2006
Operating Return on Operating Return on
profit capital profit capital
EUR miltion employed, % emptoyed, %
Consumer Packaging 36 75 43 5.1
Graphic Papers -81 -3.9 =212 -9.5
Office Papers -187 -29.6 -18 -23
Other operations 52 -42
Group -120 -2.6 -229 -4.7
Share of results from associated companies -3 0
Finance costs, net -150 -122
Income taxes 23 11
Discontinued operations 55 -59
Resull for the period -195 -399
Assets, liabilities and goodwill by business segment
Assets Liabilities Goodwill
EUR million 2007 2006 2007 2004 2007 2006
Consumer Packaging 890 $63 158 154 10 11
Graphic Papers 2455 2641 548 552 154 154
Dffice Papers 683 881 165 159 B8 193
Other operatlions 733 818 251 366
Assets classified as held for sale 103 30 35
Elimination -149 -289 -14% -28%
Unallocated 582 549 2551 3065
Continuing operations 5194 5686 3524 4037 172 393
Discontinued operations 484 229 0 18
Group incl. discontinued operations 5194 65172 3524 4266 172 4an
Capital expenditure, depreciation and impairment charges by business segment
Capital expenditure Depreciation Impairment charges
EUR million 2007 2006 2007 2006 2007 2006
Consumer Packaging 34 89 85 79 -4 4
Graphic Papers 10 g1 204 176 -3 108
Office Papers 18 22 56 77 185 0
Assets classified as held {or sale 1 3 5 16
Other operations 99 212 25 K} 1
Continuing operations 253 419 370 388 194 13
Discontinued operations b 9 3 & 63
Group incl. discontinued operations 259 428 373 394 194 176

Segmenti assets include goodwill, other intangible assets, tangible assets,
biclogical assets, investments in associated companies, inventories,
accounts receivables and prepayments and accrued incame [excl. interest
and income tax items]. Segment liabilities include non-interest-bearing
liahilities {excl. interest and income tax items).

Capital employed is segment assets less segment Liabilities.

The formula for calculation of return on capital employed:
Segment: Operating profit/Capital employed [average] *100

Group: Profit from centinuing cperations before tax + interest expenses,

net exchange gains/losses and other financial expenses/
Total assets ./. non-interest-bearing liabitities [averagel* 100
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5 8 Geographical segments

Externsl sales Total external Capital expenditure
by destination assets by country by country
EUR million 2007 2006 2007 2006 2007 2008
Germany 773 750 643 455 20 25
Great Britain 512 589 151 140 2 &
France 343 381 221 241 5 "
Finland 284 312 2786 2997 80 145
Italy 251 221 ] 0 ] 0
Usa 246 278 B g ] 0
Spain 182 170 1 0 0 0
Paland 147 160 3 5 0 0
Russia 139 122 56 76 1 4
Netherlands 122 98 5 5 0 0
Switzerland 120 117 173 153 b 8
Austria 97 98 250 250 9 8
Sweden 83 us 600 686 19 10
Belgium 78 72 1 36 1 0
Other Europe 500 502 2 b4 0 1
Uruguay 2 2 9 315 110 200
Asia 269 419 3 4 0 0
Other countries 292 195 0 0 0 1
Continuing operations 4440 4 604 5194 5616 253 419
Biscontinued operations 1020 556 6 g
Group incl. discontinued operations as reported in 2006 4440 5624 5194 6172 259 428
Personnel by business segment, average Personnel at year end by country
2007 2006 2007 2004
Consumer Packaging 1504 2573 Finland 3390 4148
Graphic Papers 5135 5842 Germany 2 247 2404
Dffice Papers 1657 1822 Sweden 1137 1339
Other operations 2372 2146 Austria 489 708
Continuing operations 10 648 12 403 Switzerland 544 065
Discontinued operations 2 007 2481 France 458 488
: : : ; Great Britain 404 709
Group incl. discontinued operations 12 675 14 884 Uruguay 180 230
Netherlands 48 &9
Poland 32 33
Hungary 31 4%
Belgium 27 275
Other cauntries 3m 272
Continuing cperations 9508 B
Discontinued operations 0 2414

Group incl. discontinued operations % 508 14125




4. Discontinued operations and assets classified as held for sale

Map Merchant Group, disposed assets

EUR million
M-real announced in October 2006 that the Group considers to sell the  Goodwill 18
carton plants located in Finland, Belgium and in Hungary. These assets  gtner intangible assets |
were classified as held for sale. Assets in Finland and in Hungary were Tangible assets i
disposed in May-June 2007 and in Belgium in December. A loss of EUR 3 paforred tax receivables 10
millicn was recognised. Inventories 19
. Interest-bearing receivabtes 0
Carton plants, disposed assets Accounts receivables and other non-interest-bearing receivables 3560
EUR million Cash and cash equivalent 48
Goodwill 18 Total assets 597
Other intangible assets 1 o
Tangible assets aQ Deferred tax liabilities - o 1
Inventories 14 Post‘e.mployment benefit obligations 40
Current interest-bearing receivables 0 Provisions R 1
Current nan-interest-bearing receivables 20 Interest-bearing liabilties _ 5
P Accounts payable and other non-interest-
Liquid assets b . o
bearing non-current liabilities 232
Total assets 8% o
Total liabilities 279
Deferred tax liabilities 1 o
. Minority interest -i
Provisions 0 N 317
Non-current interest-bearing liabilities 3 EEt asse‘sd_ff ¢ sther .
Current interest-bearing liabilities 4 Sxihange. fferences and other items 3(}0
Accounts payable and other non-interest-bearing liabilities 22 eling price
Total liabilities 10 Profit on disposal before tax 77
Net assets 59 Selling price 390
Selling price 54 of which cash and cash equivalents received 356
. Cash and cash equivalents in subsidiaries -48
Loss on disposal -3 -
Net cash flow arising on disposal 308
Cash and cash equivalents received 56
Cash and cash equivatents in subsidiaries -6 Map Merchant Group, result for the period
Net cash flow arising on dispasal 50 1Jan. - 1 fan.-
EUR million 310ct. 2007 31 Dec. 2006
Carton plants, result for the period Income 1216 1435
Expenses -1227 -1 492
Income 59 Result before tax -1 -57
Expenses -51 Income taxes -7 -2
Result before tax 8 Result for the period -18 -59
Income taxes -2
Impairmant losse§ 16 Map Merchant ‘s cash flows for the period
Result for the pericd 10 Cash flow arising from operating activities -3 12
The Group disposed of Map Merchant operations in October. The Map gash :lowarfs!ng :romlfpvesu‘ng actl.w't\‘es ég ’Z
Merchant Group has been accounted as a discontinued operations and it's ash flow anising from financing activities
post-tax profit and profit on disposal have been recognised as & separate  Ictal cash flows 14 8

itern after continuing operations. The pretax profit on disposal was EUR
77 million including currency differences as well as other items of EUR 4
millian.




6 O 5. Other operating income

EUR million 2007 2006
Gains on disposal of fixed assets 196 10
Rental incorne 3 4
Service revenue 39 27
Government grants b 24
Other allowances and subsidies 4 3
Other gperating income 3 bé
Total 239 112

Government grants concern the subsidies of training, healthcare and r&d
expenses, energy subsidies and the carbon dioxide emission permits in
accordance with the EU emission trading scheme.

6. Operating expenses

EUR million 2007 2006
Change in stocks of finished goods and work
in progress -46 19
Materials and services
Purchases during the financial pericd 2629 2580
Change in inventories -25 -4
External services 314 39
2918 2 895

Employee costs
Wages and salaries
Salaries of Boards and
managing directors 5 6

Cther wages and salaries 465 518
470 524
Social security costs
Pension cosls
Defined contribution plans 8 8
Defined benefit plans 42 48
Other employee cosls 166 183
216 239
Employee costs, total 684 763
Other operating expenses
Rents 23 29
Losses on fixed assets disposal 3 49
Other operating expenses 451 498
677 767
Total 4235 L444

The research and development costs during the financial period 2007 were
EUR 16 million [21].

The fees paid to PricewaterhouseCoopers are shown in the table below.
The audit fees are paid for the audit of the annual and quarterly financial
statements for the group reporting purposes as well as the audit of the local
statutory financial statements. Tax consultancy fees are the f2es paid for tax
consultancy services and the like. The issue of two bonds and preparation
for group restructuring increased among other things the amount of ather
fees in 2006

Main auditors fees

EUR million 2007 2004
Audit fees 2 2
Tax consultancy 0 0
Other fees 1 3
Total 3 5

Remuneration paid to the members of the Board of Directors and the
Management Team

In 2007 the members of the parent company's Board of Directors were paid
fees totalling EUR 490,400 [480,350).

Salaries and remunerations paid to Management Team were EUR
2,134,439.33 [2.510,116.60). CEQ Mikko Helander's salary inciuding benefits
was 448,070 [in 2006 from 18 October till year end was EUR 64,000 and Hannu
Anttila’s salary frem 1 January till 18 October was EUR 436,784.85).

According to the M-real's pay scheme, executives can be paid a perfer-
mance-related reward amounting to not more than six months’ salary. in
addition to salaries and bonuses they are also entitled to participate in the
company’s share based incentive program. Currently 8 exezutives are in-
cluded in the program. The expenses recognised for share based payments
were EUR 0 million (0] (note 33).

Pension commitments to management

Management pension commitments exist only for the Group’s German
companies, for which the itens have been charged to earnings and entered
as a liability in the balance sheet. The Group has no off balance-shest pension
liabilities on behalf of management.

The CEOQ of the parent company as well as certain other members of the
Group's management have the right to retire on a pension at the age of 42
years. The coest of lowering the retirement age or supplementing statutory
pension security are generally covered by voluntary pension insurance. The
expenses of the Management Team member’s defined pension plans were
EUR 0.5 million [0.3] and the expenses of their defined contribution plans
were EUR 0.6 million (1.7].

In the event that the CEC is dismissed, or in situation whera control of the
Company changes, he has the right to receive compensaticn zorresponding
to 24 months’ salary. The period of notice is 6 months.

The parent company has no commitments on behalf of persons belonging
te the above-menticned bodies er those who have previously belonged to
them.

At 31 December 2007, the Company's CEOQ, the Deputy to CED or the
members of the Board had no loans outstanding frem the Company or its
subsidiares.




7. Depreciation, amortization and impairment charges

EUR miltion 2007 2006
Depreciation according to plan
Other intangible assets 17 26
Buildings h4 47
Machinery and equipment 290 306
Other tangible assets ¢ g
Continuing operations 370 388
Biscontinued cperations 3 b
Total 373 394
Impairment charges
Goodwill 201 109
Machinery and equipment -7 4
Other tangible assets 0 0
Continuing operations 194 113
Discontinued operations 0 63
Total 194 176
Depreciation according to plan and impairment
charges continuing operations, total 564 501
Goodwill impairment by segment
Graphic Papers 0 108
Ottice Papers 185 0
Assets classified as held for sale 16 0
Other operations 0 1
Continuing operations 201 109
Discontinued operations 0 49
Total 201 158
Other Impairments by segment
Consumer Packaging -4 4
Graphic Papers -3 0
Continuing operations -7 4
Discontinued operations 0 14
Total -7 18

In Kyre Paper and Sittinghourne’s mill the impairment charges made in
2006 were reversed in 2007,

Impairment of Assets

M-real carries out a full impairment test at least ence a year, during the last
guarter based on the situation of 30 September. In addition, a sensitivity analysis
is made each quarter. Should the sensitivity analysis indicate impairment, a
full test will be initiated. The Audit Commitiee reviews the sensitivity analyses
or impairment testing results quarterly.

The testing of 2007 was carried out prior to combining Publishing and
Commercial Printing business areas into Graphic Papers,

Testing principles

In accordance with 1AS 36 Impairment of Assets, the carrying amount of
asset items or so called cash generating units [CGUs| are evaluated for
indications of impairment. If there are indications of impairment of an asset
itemn ar a CGU or if the carrying amount of a unit includes goodwill or has
been allocated goodwill the recoverable amount of the asset item or CGU
shall be estimated. The recoverable amount is the value in use based on
estimated future cash flows or net selling price.

The recaverable cash flows of the CGUs are based on 5-year projections
and consequent cash flows growing at a fixed annual growth rate.

The key assumptions used in the projections are M-real management
estimates and estimates from Pdyry Forest Industry Consulting Ltd. The key
factors affecting the projections are the development of the average paper
and board prices, delivery volumes, foreign exchange rates, and capacity
utilisation rates, the cost development of key raw materials such as wood,
pulp, chemicals and energy as well as the development of personnel costs
and other fixed costs. Furthermore, the realisation of savings and efficiency
improvement measures as well as decided renewal investmenis have a
significant impact on projected cash flows. The most significant renewal
investment included in the projected cash flows was the Metsa-Botnia Uruguay
pulp mill which successfully started in November 2007, M-real's share of
Metsa-Botnia's recoverable cash flows and carrying amount is allocated to
the CGUs based an their pulp purchases from Metsd-Botnia.

In the testing as of 30 September 2007, as well as in previous goodwill
impairment tests, the cash flows consequent to the S-year projected cash
flows are based on a 2 per cent fixed annual growth rate, which corresponds
to the realised long term growth of the CGUs and business areas in ques-
tion. Furthermeore, the average values for the key assumptions [price, volu-
me, variable costs) during the projection period have been used as starting
point. The starting paint for fixed casts is the projected costs for the {iith year.

The discount rate used is M-real's latest determined equity and debt
weighted average cost of capital IWACCI. Both the future cash flows as well
as the discount rate are calculated aiter tax e.g. the consequent discounted
cash flows and values in use are before tax as required in IAS 36.
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The after tax WACC used in the 30 September 2007 testing is 7.74 per cent.
An additicnal risk premiumn has been used where applicable.

The most irmportant CGUs of M-real Group, the goodwill allocated to them’!

as well as their testing result as of 30 September 20072

The goodwill impairment test results are evaluated by comparing the

recoverable amount (V] with the carrying amount of the CGU [B] as follows: : i Goodwil Test resu‘lt
Folding boxboard mitls 7 Substantially above
. ) Kemiart Liners 3 Substantially above
Ratio Estimate Kyro Paper 0 Substantially above
: Simpele Paper 0 Clearly above
v . < B Impairment Publishing 55 Slightly above
v 0-20% > 3 Stightly above Commercial Printing 99 Slightly above
v 20-50% > =] Clearly above Office Papers 8 Impairmnent
o _ > ; Mytiykoski Paper Oy 35% ¥ 15 Substantially above
v 20% B Substantially above ylhy per Uy y
M-real Group total ¥ 187

Cash Generating Unit (CGU)

]

v-B"

In the following CGUs a reasonably possible change in a key assumption
results in a situation where the carrying amount cf the CGU exceeds the
recoverable amount. Assumptions to which the recoverable amount of the
CGU is most sensitive are listed in the table. When assessing the magnitude
of the required change in a key assumption, possible multiplicative effects
on other assumptions affecting the recoverable amount or simultaneous

changes in other assumtions have not been taken into account:

(2)

Key assumption

(3l

Required change in order for Vio equal B

Office Papers

- Increasing average price during
the 5-year projection period

- WACC based on interest

rates at the time of testing

- Wood costs as projected

- Completion of Alizay's

and Husum's efficiency
improvernent programmes

in 2008-2010

- No change required
- No change required

- No change required

Commercial Printing

23

- Increasing average price during
the S-year projection period

- WACC based on interast

rates at the time of testing

- Completion of efficiency
improvernent pregrammes

in all mills

- Cumulative increase in
average price 0.2% lower
- WACC 0.15% higher

Publishing

150

- Increasing average price during
the 5-year projection period

- WACC based on interest

rates at the time of testing

- Completion of efficiency
improvement programmes

in all mills

- Cumulative increase in
average price 3.1% lower
- WACC 1.05% higher

TEUR million.

1 CBUs with allocated goodwill exceeding EUR 5 million ar with carrying amounts exceeding EUR 10 millicn are included in the table.
¥ The amount includes the goodwill from M-real's holding in Myllykeski Paper, which is shown in “Investments in associated companies” in the balance

sheet,




8. Financial income and expenses

9. Income taxes

EUR million 2007 2006 EUR million 2007 2004
Exchange differences Income taxes for the
Commercial items -12 -15 financial period 33 44
Hedging / hedge accounting not applied 16 20 Income taxes for previous pericds -1 -1
The ineffectiveness from hedges of net Change in deferred taxes -56 -54
investment in foreign operations 1 -3 Other 1 0
Other items 8 -2 Total 23 11
0
Income tax reconciliation:
Valuation of financial assets and liabilities
Gains and losses on financial assets or Result before taxes -273 =351
liabilities at fair value threugh profit or loss Computed tax at Finnish statutory rate of 26% -7 -9
{held for trading) 0 -1 Difference between Finnish and
Impairment losses from financial assets 0 -1 foreign rates 2 -
Gains and losses on derivatives / hedge Tax exernpt income -32 -8
accounting not applied e 10 Non-deductible expenses 56 44
Gains and losses on hedging instrument in Previous years' tax losses
fair value hedges 10 -39 used during the period -5 -1
Gains and losses on hedged item in fair Tax losses with no tax benefit a1 47
value hedges -4, 35 Inceme taxes for previous periods -1 -1
) 4 Other 0 0
Income tax expense -23 -1
Interest income 14 22
- 5 -
In_u?rest €XPENSes 156 136 Effective tax rate, % 8.4 31
Dividend income 0 0
Other financial expenses -N -12
-153 126 10. Earnings per share
Financial income and expenses, net -150 -122
EUR million 2007 2006
Result for the period
from continuing operations -250 -340
from discontinued operations 55 -59
Total -195 -3¢99
Adjusted number of shares [average)
in thousands 328 164 328 166
Earnings per share, ELUR
frem continuing operations -0.76 -1.03
from discontinued operations 017 -0.18
Total -0.59 -1.2i
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6 4 11. Intangible and tangible assets

Intangible assets

Goodwill Other Construction Total

intangible in prograss

EUR million assets
Acquisition costs, 1.Jan, 2007 376 230 1 607
Translation differences 0 0 0 0
Increase 0 12 0 12
Decrease -19 -27 -4
Transfers between items 0 1 -1 0
Acquisition costs, 31 Dec, 2007 357 214 0 573
Accumulated depreciation, 1 Jan. 2007 0 -169 -149
Translation difference 0 0 0
Accumulated depreciation on deduction and transfers 0 8 8
Depreciation for the period 0 -17 -17
Impairment charges -185 0 -i85
Accumulated depreciation, 31 Dec. 2007 -185 -178 -363
Book value. 1 Jan. 2007 376 81 1 438
Book value. 31 Dec. 2007 172 38 0 210

In addition the goodwill included in assets classified as held for sale was impaired by EUR 16 million.

Acquisition costs, 1 Jan. 2006 548 231 0 799
Translation differences 0 0 0 0
Increase 9 28 1 38
Decrease 0 -34 -34
Assets classified as held for sale -35 -3 -38
Transfers beiween items -8 8 0 0
Acquisition casts, 31 Dac. 2004 534 230 1 765
Accumutated depreciation, 1 Jan. 2006 0 -145 -145
Translation differences 0 0 0
' Accumulated depreciation on deduction and transfers 0 1 1
Assets classified as held for sale 0 2 2
Depreciation for the period 0 -27 -27
Impairment charges -158 a -158
Accumulated depreciation, 31 Dec 2006 -158 -169 -327
Book value, 1 Jan. 2006 548 86 0 654
Book value, 31 Dec. 2006 376 &) 1 438

The carrying value of emission rights included in intangible assets was on 31 December EUR G million [131 and the fair value EUR 0 million {13].




Tangibte assets

Land and Buildings Machinery and Other Construction Total
water areas equipment tangible in progress
EUR millicn assets
Acquisition costs, 1 Jan. 2007 208 1356 5883 149 233 7849
Translation differences -6 -12 -68 -1 -20 -167
Increase [ g 93 4 137 249
Decrease -27 -73 -370 -12 -52 -534
Transfers between items 0 10 32 5 -47 0
Acquisition costs, 31 Dec. 2007 181 1290 5570 165 251 7 457
Accumulated depreciation,
1 Jan. 2007 -5 -486 -3 8% -106 -4 693
Translation differences 0 7 46 1 54
Accumulated depreciation
on deduction and transfers 2 30 30& 10 348
Depreciation for the pericd ] -04 -2590 - -353
Impairment charges and
reversed impairment charges 0 0 7 0 7
Accumulated depreciation and
impairment charges, 31 Dec. 2007 -3 -703 -3827 -104 -4 637
Book value, 1 Jan. 2007 203 470 1987 63 233 3154
Book value, 31 Dec. 2007 178 587 1743 61 251 2820
In Kyro Faper and in Sittingbourne mill the impairment charges made in 2006 were reversed in 2007.
Tangible assets include assets acquired under finance lease agreements:
Buildings Machinery and Total
equipment

Acquisition costs 0 204 204
Accumulated depreciation 0 -1 -1
Book value, 1 Jan. 2007 0 12 112
Book value, 31 Dec. 2007 0 93 23

Additions include assets of EUR 2 million (1) acquired under finance lease agreements.
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Land and Buitdings Machinery and Other Construction Total
water areas equipment tangible in progress
EUR million assets
Acquisition costs, 1 Jan. 2004 202 1342 5792 170 19 7 625
Translation differences -3 5 43 1 -1 35
Increase 23 39 181 4 209 Lh6
Decrease -13 -19 -102 -5 -33 -172
Assets classified as held for sale - -23 -87 -2 -93
Transfers between items Q0 12 36 1 -51 -2
Acquisition costs, 31 Dec. 2004 208 1356 5883 169 233 7 849
Accumulated depreciation,
1 Jan. 2004 -5 -655 -1686 -101 -4 447
Translation differences 0 -3 -28 0 -3
Accumulated depreciation
on deduction and transfers 2 12 87 4 105
Assets classified as held for sale 13 51 1 45
Depreciation for the period 0 -48 -309 -10 -347
Impairment charges and
reversed impairment charges -2 -5 -n 0 -18
Accumulated depreciation and
impairment charges, 31 Dec. 2006 -9 -686 -3 896 -106 -4 693
Book value, 1 Jan. 2005 197 687 2106 69 19 3178
Book value, 31 Dec. 2004 203 470 1987 63 233 3154
The impairment charges were mainly the write downs of tangible assets in Kyro Paper plants and in Map Merchant Group.
Tangible assets include assets acquired under finance lease agreements:
Buildings Machinery and Totat
equipment

Acquisition costs 0 201 201
Accumulated depreciation 0 -89 -89
Beook value, 1 Jan. 2006 3 129 132
Beok value, 31 Dec. 2006 ] 112 112

The capitalization of interest expenses in 2007 was EUR 4.7 million [0.1). The average interest rates in 2007 was 46.23% and 2006 5.73%, which represent

the costs of the loan used to finance the projects.




12. Biological assets

13. Investments in associated companies

Initially, biological assets, forest assets, have been recognised at cost. EUR million 2007 2006
According to IFRS the forest assets have been recognised at fair value. At ! Jan. 69 72
The change in fair vatue will be recognised yearly as income/cost in income ~ Share of results in associated companies -3 0
statement. M-real has forest assets in Finland and in Uruguay. Dividend received -2 -1
Increases 0
EUR million 2007 2006 Decreases 0 -2
AL 1 Jan. 57 2% Translation differences 1] 0
Purchases during the period 13 20 A1 3t Dec, b4 49
Sales during the period -12 0
Harvested during the period -4 -38
Gains and losses arising from changes in Unamortized amount of goodwill for associated companies at 31 Dec. 2007
fair values 2 38 was EUR 25.3 million (25.6]
Translation differences -4 -4
At 31 Dec. 47 52
Biggest associated companies
Country Assets Liabitities Sales Gain/ Ownership,
loss %
Kirkniemen Kartano Oy Finland 8 2 0 0 48
Myllykoski Paper Oy Finland 232 160 307 -1 35
Plastirol Oy Finland 20 7 23 2 39
Cther 5 2 15 0
Total 245 171 345 -9

None of the associated companies were listed,

Transaction and balances with associated companies

2007 2006
Sales 0 0
Purchases 4 4
Intergst income 0 0
Interest expenses 0 0
Receivables
Non-current receivables D 7
Current receivables 7 3

Liabilities
Current liabilities 3 3
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6 8 14. Available for sale investments 15. Non-current receivables

EUR million 2007 2006
Flnanm‘al‘ assets at fair value through prefit or loss [non-current) Interest-bearing receivables
EUR million 2007 2006 Loans from Group companies 1 [
At 1 Jan, 17 18 Loans from associated companies 2 1
Increases 0 0 Other loan receivables b 5
Decreases g 0 9 17
Changes in fair values 0 -1
At 31 Dec. 17 17

Loans from Group companies are loans granted to parent company

) ] Metsiliitto and to other subsidiaries of Metsaliitto.
Available for sale investments

Shares in other companies 40 40

Financial assets at fair value through profit or loss are mainly listed bonds,
classified entirely as held far trading.

Shares in Pohjolan Voima Oy [EUR 34 million] are the major available
for sale investments. These shares are carried at cost less any impairment
losses.

16. Deferred taxes

Reconciliation of deferred tax assets and liabilities during the period in 2007

As at 1 Jan. Charged in Disposals/  Translation Charged Asat31Dec.
2007 income assets  differences to equity 2007

EUR mitlicn staternent  held for sale
Deferred tax assets
Consolidation entries 0 3 -8 0
Tax losses and other temporary differences 94 -2t -18 0 55
Deferred tax assets, total 94 -13 -18 0 -8 55
Netting against liabilities -63 ¢ 3 -51
Deferred tax assets in Balance sheet 3 -4 -15 0 -8 4
Deferred tax liabilities
Apprapriations 254 -50 -10 -1 193
Consaolidation entries 26 -1 0 0 25
Other temporary differences 67 -19 -2 -2 4 48
Deferred tax liabilities, lotal 347 -70 -i2 -3 4 266
Netting against assets -63 g 3 0 -51
Deferred tax liabilities in Balance sheet 284 -61 -9 -3 4 215
Deferred tax liahilities, net -253 57 -4 3 -12 -2




Reconciliation of deferred tax assets and liabilities during the period in 2006

Asat 1 Jan. Chargedin Disposals/  Transiation Charged Asat 31 Dec.
2006 income assets  differences to equity 2006

EUR millicn statement  held for sale
Deferred tax assets
Consolidation entries 1 1 0
Tax losses and other temporary differences 98 -4 0 0 94
Deferred tax assets, total 99 -4 0 0} -1 94
Netting against Liabilities -66 3 -63
Deferred tax assets in Balance sheet 33 -1 0 0 -1 31
Deferred tax liabilities
Appropriations 293 -37 -5 3 254
Consolidation entries 26 0 0 0 26
Other tempcrary differences 83 -20 0 1 3 &7
Deferred tax liabilities, total 402 -57 -5 4 3 347
Netting against assets -b6 3 0 -63
Deferred tax liabilities in Balance sheet 336 -54 -5 4 3 284
Deferred tax liabilities, net -303 53 5 -4 -4 -253

In 2006 assels classified as held for sale included deferred tax receivables of EUR 0.2 million and deferrad tax liabilities of EUR 1.2 million. At 31
December 2007 the net operating loss carry-forwards mainly in Germany, France and the United Kingdom amounted to appr. EUR 1,090 million. The
operating loss carry-forwards for which deferred tax assets have not been recognised due te uncertainty of the utilization of these loss carry-forwards
amounted to appr. EUR 900 million. These loss carry-forwards do not expire. The deferred tax assets for these non recognised loss carry-forwards
amounted to appr. EUR 285 million.

17. Non-current financial receivables 18. Inventaries
EUR million 2007 2006 EUR million 2007 2006
Other non-interest-bearing non-current receivables Raw materials and consumables 215 215
Loans from Group companies 5 7 Waork in progress 45 52
Loans from associated companies 0 0 Finished goods and goods for sale 339 387
Other loan receivables 3 1 Advance payments 20 22
Defined benefit pension plans [note 22] b 0 519 476
14 18

In 2007 there were no substantial write-downs of inventories to net real-
isable value. In 2004 there was EUR 5 million write-down of inventories
to net realisable value in Sittingbourne Mill.

Loans from the Group companies are loans granted to parent company
Metsaliitto Cooperative and to other subsidiaries cf Metsaliitto.
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70 19. Current receivables

EUR miltion 2007 2005
Interest-bearing loan receivables

Loans from Group companies 32 159

Loans from associated ¢companies 30 b

Other loan receivables 0 0

62 163

Accounts receivables and other
non-interest-bearing receivables
From group companies

Accounts receivables 3 4
Other receivables 2 1
Prepayment and accrued income 2 4
7 n

From associated companies
Accounts receivables 5 3
5 3

From others

Accounts receivables 659 974
Loan receivables 0 ]
Other receivables 144 123
Prepayment and accrued income 9 22
812 1121

Accounts receivables and other
nen-interest-bearing receivables 824 1135

Receivables from the Group companies are receivables from parent
company Metsiliitto Cooperative and from other subsidiaries of Metsa-
Liitto.

There are no loan receivables from the managing directors of Group
cempanies, members of the Board of Directars and their deputies as well
as persons belenging to similar bodies.

Doubtful accounts receivables

Accounts receivables are recerded net of the following allowances for

doubtful accounts:

EUR million 2007 2004
At 1 Jan. 14 15
Increases 19 12
Decreases -26 -1
At 31 Dec. 9 16
Prepayment and accrued income
Non-current
Interest 1 1
Insurance 2 Z
Qthers b 19
Total 9 22
20. Cash and cash equivalents
EUR million 2007 2004
Currentinvestments 324 81
Cash at bank and in hand 56 101
Total 380 182

Current investments are certificates of deposits and time deposits with
original maturities less than three months.




21. Shareholders’ equity

Changes in share capital

Share capital Share premium account Total
EUR million Series A Series B
At 1 Jan. 2006 62 494 667 1225
2006 no changes
At 31 Dec. 2006 62 494 667 1225
2007 no changes
At 31 Dec. 2007 62 4%6 467 1225
Number of shares Series A Series B Total
At 1 Jan. 2004 36 339 550 291826062 328145 612
2005 no changes
At 31 Dec. 2006 36 339 550 291826062 328 145612
2007 no changes
At 31 Dec. 2007 36339 550 291826 062 328 165 612

The number of shares may not be more than 400 million [600]. All shares have a nominal value of EUR 1.70. The company’s issued share capital may

not be more than EUR 1,020 million [1,020). All shares are paid-in.

Fair value and other reserves

EUR million 2007 2006
Fair value reserve 1" 8
Legal reserve and reserves stipulated by

the Articles of Association 2 2
Total 13 10
Other funds

After Balance sheet day The Board of Directors has proposed a dividend
of EUR 0.04 per share.

22. Post-employment benefits

M-real operates a number of defined benefit pension plans and defined
contribution plans. The most significant pension plan in Fintand is the
statutory Finnish employee pension scheme {TEL] according to which
benefits are linked directly to the employee’s earnings. The disability
pensions arranged with insurance companies has changed from defined
benefit to a defined contribution plan beginning from 1 January 2006. In
Fintand there are pension schemes which are funded by contributors to
insured schames or to Metsiliitte Employees” Pension Foundation. The
Metsiliitto Employees’ Pension Foundation scheme is a defined benefit
plan. In addition, in Finland there are other defined contribution pension
plans.

Pension plans outside Finland are both defined benefit and defined
contribution plans.
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'7 2 Pension and other post-employment hanefits

Changes in the present value of defined benefit obligations

EUR million 2007 2005 ~ EYRmiltion 2007 2006
Defined benefit pension plans 135 180 DEf'n?d benefit obligation
Defined contribution pension plans 18 19 asat1 Jan. . 758 742
— Current service cost 7 15
Net Liability 153 199 Interest cost 2 30
Contribution by plan participations 2 4
Overfunded plan shown as assels b 0 Actuarial losses [gains] recognised in year -20 4
Total liability in balance sheet 159 199 Past service costs 0 0
Disposals -196 0
DEFINED BENEFIT PENSION PLANS Curtailments and settlements -5 -7
Benefits paid -27 -3
The amounts recognised in the balance sheet Other adjus:ments 0 -2
Present value of funded obligations 400 654 Translation differences -38 3
Present value of unfunded obligations 105 104 Defined benefit obligation as
505 758 at 31 Dec. 505 758
Changes in the fair value of plan assets
Fair value of plan assets -388 -531 . g P
) _ . Fair value of plan assets as at 1 Jan. 5333 484
Unrecognised acivarial gains and losses 18 -18
. : ” Expected return on plan assets 22 